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Postwar Agricultural Policy: 
A Review of the Land-Grant Colleges Report? 


By THEODORE W. SCHULTZ* 


Bbc country is basically unprepared 
for the postwar. There is plenty of 
dogma: 60,000,000 jobs, free enterprise, 
and parity prices are some of them. But 
there are as yet no basic policies and no 
agreed-upon principles with regard to 
public and private action. The currents 
of opinion are far from settled. No one 
wants a return of the stagnation of the 
prewar Thirties or the ‘‘normalcy”’ of the 
Twenties. The growth of the central 
government is contested strongly and 
more free enterprise is looked upon 
by many as the necessary counter-poise. 
Welfare considerations also loom large; 
these, however, usually require public 
effort.. Yet, regardless of views, nearly 
all people at heart want to achieve full 
employment. 


¢ Association of Land-Grant Colleges and Uni- 
versities, Postwar Agricultural Policy, October 25, 1944. In 
interpreting this Report the reader is urged to study the 
statement, “The National Setting for Farm Policies” 
(mimeographed), by Noble Clark, Chairman of the Com- 
mittee on Postwar Agricultural Policy, of the Association 
of Land-Grant Colleges and Universities, delivered October 
25, 1944, Chicago, Illinois, before the Annual Meeting of 
the Association. Also, Clark’s testimony before the Post- 


Farmers would prefer to produce 
freely, and if they did they would pro- 
duce much more than they did prior to 
the war. Agricultural production has 
expanded about one-fourth since 1939 
and farmers are not prone to curtail 
their output even when business be- 
comes depressed and foreign trade 
dwindles. How may this country achieve 
full employment of her many varied 
and rich resources in labor, capital and 
land—her large and increasingly more 
skilled labor force, her plants and farms, 
and her modern technology? How 
may this country also achieve a maxi- 
mum. of social efficiency requiring as it 
does nutritious food, medical care, hous- 
ing, education, security, free time and 
the several freedoms consistent with the 
democratic state? As a people we are 
war Economic Policy and Planning Committee of the House 
of Representatives at the hearing of the Agricultural Sub- 
committee held in Chicago, December 16, 1944; also, 
“Agriculture and the National Welfare,” an address before 
the Extension Service Institute, Washington, D. C., January 


4, 1945 by Mr. Clark; also the review by Prof. John D. 
Black, Journal of Farm Economics, February 1945, pp. 168- 
175, : 


* The University of Chicago. 
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still much confused, both as to the pur- 
poses which we are striving to achieve 
and as to procedures that are efficient 
and consistent with our values. Add to 
this the uncertainty that becomes future 
events and it should be quite under- 
standable why this country is still so 
unprepared for the postwar. The 
Land-Grant Postwar Agricultural Policy 
Report has come at this juncture, well- 
timed and wisely-conceived to make a 
major contribution in clarifying certain 
public issues with regard to agriculture. 


The report is one of the most significant 
documents ever issued by the Association 
of Land-Grant Colleges and Universities. 
It is a national report, an effort to see 
agriculture as a whole, as an integral 
part of the nation, and as a people who 
have problems vested with a_ public 
interest. No one who has studied this 
report will hesitate to recommend its 
wide dissemination. It should be read 
and discussed both by rural and urban 
people, by public and private groups, by 
government officials and by lay citizens, 
for it presents a mature and considered 
series of views. It is a step made by this 
influential association that bodes well 
for its future interest and responsibilities 
in the sphere of public policy. The 
report stands as a major synthesis, and 
as such it will serve to focus even if it 


1 Professor Gunnar Myrdal upon his return to Sweden 
from this country gave a paper, “Economic Developments 
and Prospects in America,” before the National Economic 
Society of Sweden, March 9, 1944, in which he reviewed the 
developments in this country as it mobilized for war, and 
in which he expressed a deep concern regarding the fact 
that the United States was not prepared to keep business 
at a high level of output after the war. He ascribed this 
unpreparedness to the growing optimism which the war 
had engendered, especiaily in business circles. Professor 
Myrdal in this excellently reasoned paper regretfully con- 
cludes that the United States will probably have to experi- 
ence still another major depression before it will forge the 
necessary fiscal monetary policies appropriate to a modern 
industrial economy. This paper has been translated and 
mimeographed by the National Planning Association, 
800-21ist Street, N.W., Washington, D. C. 

2 The full membership of the Committee on Post 
War Agricultural Policy of the Association was as follows: 
Noble Clark, Chairman, Associate Director, Agricultural 


does not settle a number of the important 
unsettled issues confronting the United 
States and its agriculture. 


Obviously, a report of this kind de- 
serves more than a cursory review. The 
broad conception that guided its formu- 
lation and the painstaking work that 
has gone into its preparation demand a 
careful analysis and appraisal. I shall 
attempt such a review, and I undertake 
it in the belief that I may give added 
clarity and emphasis to the strong fea- 
tures of this report, and at the same time 
help pave the way for further explora- 
tions and study by this group. 


Main Elements Focused in this Review 


Before I attempt to review the contents 
of this Postwar Agricultural Policy report, 
it may be helpful to anticipate the main 
conclusions at which I arrive. They are 
four in number. (1) This report is 
singularly strong in its emphasis on the 
general welfare. (2) It reflects a broad 
and firm sense of economy in using re- 
sources fully efficiently through reliance 
on competition. (3) It does not take 
cognizance of agriculture in the political 
economy, the political function of govern- 
ment including federal-state relation- 
ships. (4) Its findings are drawn chiefly 
from the training, experiences and wis- 
dom of the members of the committce’ 


Experiment Station, University of Wisconsin; George H. 
Aull, Head, Department of Agricultural Economics and 
Rural Sociology, Clemson Agricultural College; Joseph 
E. Carrigan, Dean, College of Agriculture, University of 
Vermont; George D. Clyde, Dean, School of Engineering, 
Utah State Agricultural College; Thomas P. Cooper, Dean, 
College of Agriculture and Home Economics, University 
of Kentucky; Marie Dye, Dean, Division of Home Eco- 
nomics, Michigan State College; J. Norman Efferson, 
Associate Professor of Agricultural Economics, Lousiana 
State University; John R. Hutcheson, Director, Agricultural 
Extension Service, Virginia Polytechnic Institute; Oscar 
B. Jesness, Chief, Division of Agricultural Economics, 
University of Minnesota; William I. Myers, Dean, New 
York State College of Agriculture, Cornell University; 
William H. Pierre, Head, Department of Agronomy, Iowa 
State College; Harry C. Ramsower, Director, Agricultural 
Extension Service, Ohio State University; Margaret G. 
Reid, Professor of Consumption Economics, Iowa State 
(Footnote 2 continued on page 97) 
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and not from the organized researches in 
agriculture that have been conducted 
by Land-Grant Colleges and Univer- 
sities. 


Except for a partial resume of the 
contents of the Land-Grant Report, the 
remainder of this review is organized to 
make clear how I have arrived at these 
four major conclusions. 


Content of Report and Committee Procedure. 


The report itself is divided into seven 
parts, or sections. They are: I. Agri- 
culture and the National Welfare; II. 
Adjustments in Agricultural Production; 
III. Agricultural Prices; IV. Land 
Tenure; V. Conservation of Land, 
Water, and Forest; VI. Rural Living 
and Social Facilities; and VII. The Role 
of Farm People in Policy Making. These 
seven sections were prepared under the 
direction of seven subcommittees. 

The subcommittees drew upon a wide 
range of professional talent. The work 
of the subcommittees was then inte- 
grated by the general committee into a 
single systematic report after which a 
series of regional conferences were held 
and the committee obtained suggestions 
from representatives of all of the 48 
State Agricultural colleges. ‘The com- 
mittee, in formulating its report, also 
discussed its work with specialists from 
the U. S. Department of Agriculture, 
and especially with “members of the 
Inter-Bureau Committee on Post-war 
Programs. The Committee also con- 
ferred with four farm organizations. 


(Footnote 2 continued from page 96) 

College; Roland R. Renne, President, Montana State 
College; Henry Schmitz, Dean, College of Agriculture, 
Forestry and Home Economics, University of Minnesota; 
Ray I. Throckmorton, Head, Department of Agronomy, 
Kansas State College; Edwin A. Trowbridge, Chairman, 
Department of Animal Husbandry, University of Missouri; 
Harry R. Wellman, Director, The Giannini Foundation 
of Agricultural Economics, University of California; and 
Leonard A. Salter, Jr., Secretary, Associaté Professor of 
Agricultural Economics, University of Wisconsin. 


Resumé of Report 


It is no easy matter to condense this 
report into a few words and not do in- 
justice to many important parts of the 
document. Fortunately, the statement 
which Director Clark presented before 
the Postwar Economic Policy and Plan- 
ning Committee of the House of Repre- 
sentatives, the so-called Colmer Com- 
mittee, on December 16, 1944, provides 
such a digest. It will serve our purposes 
to quote it at some length because he 
gave the content of the report a sharp 
focus. 


In preparing for the hearings held by 
the Subcommittee of Agriculture, the 
Hon. William M. Colmer asked a 
number of professional students of agri- 
culture to prepare statements regarding: 
(1) basic long-run policies to lessen in- 
stability of income resulting from varia- 
tions in production and demand, (2) 
basic policies to place agriculture on a 
satisfactory self-sustaining basis, (3) 
policies to promote higher levels of 
consumption and nutrition, and (4) re- 
lationships, between our foreign trade 
policy and domestic agricultural policies. 
As a part of the testimony before this 
committee, Mr. Clark made the follow- 
jng statements. 


1. To Lessen Instability of Income. ““Our committee 
puts first emphasis on full industrial production 
and non-farm employment as important factors 
for stabilizing the level of agricultural income. 
We feel that no issue is of greater importance to 
stabilizing farm income than that of maintaining 
urban purchasing power. 


“This problem is not, of course, within the hands 
of farm people, but farm groups should put their 
weight behind measures that would encourage 
substantially full employment. Some programs 
that will help meet this goal are given in our report. 
They include coordination of public fiscal, credit, 
and economic policies through some such agency 
as a national economic policy board, that would 
advise Congress, the public, and governmental 
agencies as to adjustments and procedures in 
monetary, debt, public works, or other programs 
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to offset trends towards inflationary booms or 
deflationary troughs. 

“Our suggestions also include tax reforms towards 
personal income and death taxes instead of con- 
sumption and business taxes, extension of social 
security plans, and possibly the establishment of 
a general economic stabilization fund for encour- 
aging continued production. Our committee also 
recommends subsidized consumption of low- 
income groups at all times, and expansion of such 
a program if unemployment develops. 

“Within agriculture, there should be crop in- 
surance programs for farm products that are 
particularly susceptible to climatic hazards. If 
widespread urban unemployment should develop 
in spite of the measures urged to offset it, there 
should be a system of supplementary income 
payments to farmers, based on farm family living 
needs and the cash outlays necessary to maintain 
farms in productive condition. Also, farm mort- 
gage payments, which constitute one of agri- 
culture’s most rigid fixed costs, should be waived 
to the extent of a landlord’s rental share in periods 
of widespread hardship. 

‘‘All farm people should be covered under the old 
age and survivor’s insurance features of the social 
security system, and farm wage hands should be 
covered under the unemployment compensation 
provisions as well.” 

2. Long-run Adjustments. ‘Our committee is very 
much interested in the idea of setting the goals 
for agricultural programs on a long-run basis 
so that, in the words of Chairman Colmer’s tele- 
gram, agriculture may be put on a ‘satisfactory 
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self-sustaining basis in the long-run’. 
“Basically, this means that farm programs must 
be flexible and must help to bring about socially 
necessary changes rather than merely to stave 
them off. Our committee emphasizes the state- 
ment that ‘public funds should be used primarily 
to bring needed adjustments about more easily 
and rapidly than they would otherwise take place 
and to cushion the shocks involved; the public 
interest will not be served by maintaining re- 
sources in uses for which they are not needed’.” 


“Tt is necessary to recognize that over time, the 
proportion of people engaged in farming falls, even 
as the supply of food and fibre available for con- 
sumption increases. At the same time, the rural 
segment of our population more than reproduces 
its own numbers. Therefore, the movement of 
people from dependence on farm income to ¢s- 
sentially nonfarm employment is continuous. 


“We must, therefore, see to it that instead of 
freezing a certain pattern of agriculture, we must 


put our efforts directly to encourage shifts in types 
of farming away from production that is not 
needed. Also we must have public programs that 
will better train our rural youth to take their 
place in non-agricultural occupations and that 
will bring more non-farm employment oppor- 
tunities closer to the places where our surplus 
rural population is. This means the encourage- 
ment of industrial decentralization and a more 
adequate program of employment services for 
rural people. 


“ft also involves a much improved rural educa- 
tional program, including vocational training in 
non-agricultural subiects. To make this effective, 
increased state aid and generous federal assistance 
will be necessary. Always our emphasis must be 
in terms of opening doors of opportunity for farm 
people and their children to make the greatest 
use of their talents rather than in terms of freez- 
ing some historical pattern of agricultural pro- 
duction. 


“It is also important for long-run stability in 
agriculture that positive action be taken to allow 
farmers greater security in the holding of their 
land. This means further improvements in farm 
credit, land tenure and farm tenant policy, and 
in action to prevent excessive land prices.” 


ce 


3. Consumption and Nutrition. Our com- 
mittee favors a subsidized consumption program 
for low-income people even in good times. If 
unemployment develops, such a program should 
be expanded. We must recognize, however, 
that such programs must be based on the needs 
of the consuming families and not on the existence 
of surpluses in certain products. 


“Along with this, there should be provided a larger 
and more thorough program of nutrition educa- 
tion and research. 


‘‘Among our farm people, there is need for a nutri- 
tional program wi:ich would involve not only hot 
school lunches for rural school children, but also 
an expanded program of nutritional education 
among farm families.” 


4. Foreign Trade. “ ‘In the long run, this country 
cannot expect to sell abroad unless it is also willing 
to buy. If we follow a policy of narrow economic 
isolation, discouraging the importation of foreign 
goods into the United States, part of the price 
we shall have to pay is a curtailment of the over- 
seas market for American farm products. An 
even larger price we might have to pay is another 
world war. 


“ ‘Full opportunity to engage in export and import 
trade will be realized only if nations the world 
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over permit it, making possible what is known as 
“multilateral” trade. 

‘In the past, obstructions to international trade 
have hit particularly hard the American producers 
of cotton, tobacco, wheat, hogs, and certain fruits. 
But farmers who produce for the domestic market 
also have been injured, because when export out- 
lets are reduced, the tendency is for those who 
would ordinarily produce for them to shift to 
commodities sold at home, thus intensifying com- 
petition in those lines.’ ” 

Mr. Clark continued to quote from 
the original report at considerable length 
with regard to foreign trade, the objec- 
tion to a two-price system to facilitate 
exports and the implication to produc- 
tion adjustments within the United 
States, especially in the case of cotton 
if export outlets are not regained. 


I. General Welfare Bastion 


This report comes at a time when 
many pressure groups inside and out- 
side of agriculture are trying to tear 
open the seams of the body politic; it is 
issued by an association which repre- 
sents the state agricultural colleges with 
their experiment stations and extension 
services speaking in behalf of agriculture, 
an agriculture which is organized into 
several general farm organizations and a 
large number of special commodity 
groups, each at times reflecting the 
special interest of a commodity or an 
area instead of the general interest of 
society. Against this background the 
report represents a remarkable achieve- 
ment as a forthright stand in behalf of 
the general welfare. 

This achievement should help nullify 
at least some of the criticisms that have 
been leveled against the Land-Grant 
Colleges, charging that they are basically 
more concerned in furthering the interest 
of the dominating agricultural groups 
in the state than they are in either 
agriculture as a whole or society in its 
entirety. No one can read Parts I and 
VI of this report and not conclude that 
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the national welfare and the social 
efficiency of people are given primary 
consideration. 

It might well be asked, why has this 
report such unusual and, in some ways, 
unexpected strength in this sphere? Four 
things stressed in the report are especially 
significant: (1) that agriculture should 
be treated as an integral part of the 
economy; (2) that institutions affecting 
the private use of land including those 
pertaining to tenure should be modified 
in favor of the public interest; (3) that 
the® primary operational technique for 
allocation of resources in preduction for 
domestic and foreign markets should 
be that of a competitive economy; and 
(4) that the social efficiency of people 
is vested with a public interest. 

Oppose Keyhole View of Society. Part I 
puts in bold type these words: ‘Honest 
fact-facing compels us to admit that in the 
past we have not consistently promoted the 
general welfare. Too often the attempt has 


been to promote separate interest in turn, 
even at the expense of others.” 

Better prices are not a magic word for 
raising incomes. Limiting output makes 


us poorer, not richer. Free enterprise 
has often been used as a slogan to screen 
activities which check private enterprise 
and initiative. Security should not be 
purchased at the price of freezing past 
patterns of production, jobs, or methods. 
These are some of the declarations with 
which the report introduces the need for 
a high level of employment, economic 
stability, and farm to city migration. 
Then boldly it proclaims: 


‘High-level employment in non-agricultural in- 
dustry means very much more to farmers than 
any ‘farm program’ may attempt. Manipulations 
of agricultural production and prices is no sub- 
stitute for good consumer markets. This 
nation has within its power . . . measures which 
it can utilize to reduce the violence of economic 
fluctuations. . . . We can raise our standard of 
living . . . asa higher proportion of our people 


J 
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are put to work providing non-agricultural goods 
and services, leaving only enough in commercial 
farming to produce abundant food by efficient 
method.” 


One may object to the phrase “‘put to” 
but the clear recognition of the inter- 
dependency of agriculture and other 
segments of the economy should escape 
no one. 

It is indeed a pity, however, that so 
little of the basic research, supported by 
the Land-Grant group, has been directed 
to problems in this sphere. Part I is 
certainly one of the best, but those who 
prepared it would be hard pressed to 
document their statement from the re- 
sults of Land-Grant researches. More 
on this point later. 

Major Defects in Land Tenure. American 
agriculture is handicapped by many 
private practices with regard to land. 
Part IV underscores this statement: 
“The existing pattern of land tenure 
leaves many farm families periodically 
uncertain as to their home and employ- 
ment, and with little incentive or op- 
portunity to establish a stable farm 
business enterprise.” The report sets 
a new high in its balanced treatment of 
tenure by putting squarely the main goal, 
the family-type farm, recognizing its in- 
herent social and political values. The 
plea is not for standardization, not for a 
large farm or necessarily the most 
efficient farm, but for farms that will 
serve ‘“‘the best interest of the country,” 
and that “the status of owner-operator, 
or tenant, or worker must be evaluated in 
the light of its contribution to the wel- 
fare of the people concerned.” 

The new land boom should be checked. 
Operators should own most farms. The 
fact, however, that these two objectives 
in the short run are essentially incon- 
sistent goals is by-passed. (More pur- 
chases now would certainly push land 
prices even higher). The following 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


recommendations affecting private prop- 
erty in land are noteworthy: 


1. A public land appraisal service. 

2. A resale gains tax on land. 

3. Income tax law revisions to protect agriculture 
from “investments” made by city people to avoid 
income tax on income obtained from non-farm 
sources. 

4. Graduated land tax to discourage absentee 
owners from holding large amounts of land. (The 
adverse implications of such a tax are not noted.) 
5. New moratorium rights for debt-ridden farm 
owners during a depression. 

6. Courts to determine the long-time value for 
foreclosed farms regardless of the “bids” of mort- 
gage-holders. 

7. Sharp restrictions on deficiency judgments. 

8. Simplify the legal procedures and practices 
burdening land transfers. 


The report is equally strong in dealing 
with the deplorable defects in the insti- 
tutions covering landlord-tenant rela- 
tions. Welfare and efficiency are the 
goal posts throughout. 

Tie to the Competitive Norm. ‘The entire 
economic analysis is premised on the 
essentials of pure and perfect competition. 
It is mostly “long run” in its policy 
implications. Given the necessary con- 
ditions it is a simple matter to demon- 
strate that competition results in the 
best allocation of a nation’s resources 
consistent with the general welfare— 
provided one accepts the resulting per- 
sonal distribution of incomes arising out 
of the existing inequality in earning 
power based on the wide differences in 
property rights and individual talents. 
This important qualification notwith- 
standing the competitive norm is funda- 
mentally also a welfare norm. 

Crowning Social Objective is Better Living. 
Quality of family living is the keystone. 
The focus is upon the next generation, 
and sight is not lost of the fact that most 
young people born into agriculture are 
likely eventually to make their contri- 
butions in our cities. 
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There is no explicit discussion of the 
underlying values of a democratic so- 
ciety. Ends are not considered as such. 
But the reader is not left in any doubt 
as to the main purposes of the recom- 
mendations of Part VI, which along 
with Part I is the richest and most 
significant section ef the report. 

The plea for better rural schools 
financed by more state and federal aid, 
housed in better buildings with more 
adequate equipment and taught by 
better qualified teachers; the plea for an 
extension of social security to include 
farm people, including survivors and 
old age iasurance and unemployment 
compensation; the recommendations for 
better housing, the electrification of the 
home, the bringing of telephone service 
to farm people, and all-weather roads; 
and the stress on better health and 
nutrition, urging public facilities for 
medical diagnosis, with medical centers, 
ambulance service to serve farm people, 
and better diets necessary to bring vigor 
and health, school lunches—all of these 
are necessary to advance the social 
efficiency of a people. This goal is 
sufficiently important to override the 
distaste of the writers of the report for 
federal aid and government action. 
Nor is the existing personal distribution 
of income considered sacred. 

The report will always stand as a 
strong bastion defending the general 
welfare. Its main forts have been 
strategically chosen, one of these takes 
full advantage of the fact that agri- 
culture is an interdependent part of the 
economy as a whole. Another is built 
on the abiding public interest that a 
people have in the land. Still another 
takes over the salient of economics 
where cost and utility are reconciled by 
the competitiye mechanism. And the 
last and most strongly guarded position 
is grounded in social efficiency. It 
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would be difficult to construct a better 
defense of the general welfare. 


II. The Economy Objective 


The economic analysis and the re- 
sulting recommendations are based on 
the belief that the value of factors and 
products should be established by com- 
petition. This gives the whole treatment 
a solid classical core, too solid for 
political digestion and too long run for 
the transition problems that lie ahead. 
It is really a post, postwar report. 

But its main limitations are really of 
another character: The report does not 
show us both sides of the competitive 
shield; it stresses the imperfections in 
competition growing out of government 
programs but none of the imperfections 
that are fostered by private enterprise. 
This is a serious omission, for agriculture 
is confronted by many imperfections in 
competition, both when farmers buy and 
when they sell. The report should not 
have taken private marketing and pri- 
vate markets for granted. It is also hard 
to reconcile the’treatment of farm prices 
without any reference whatsoever to 
parity prices, the supposed “‘keystone” of 
American agricultural policy. It is 
like staging Hamlet without a Hamlet. 


The term 


Adjustments in Production. 
“agricultural adjustment” has become 


an umbrella covering many _ things: 
shifts in crops and livestock to fit ex- 
pected demand, soil conservation, stor- 
ages, and efforts to attain parity price 
and income. Part II of this report, 
however, is much more restricted, set- 
ting forth mainly the foundations of 
foreign trade with some stress on ad- 
vances in technology and on certain 
special problems. 

The recommendations are largely im- 
plicit, for they do not flow from any 
general analysis, except those bearing 
on trade. 
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What are the primary forces reshaping 
the demand for and supply of farm 
products? It is not enough to point out 
that after the war the demand for farm 
products will fall considerably from war- 
time levels. This will, of course, con- 
front agriculture with serious difficulties. 
What we need to see is that in a develop- 
ing economy of the type in which Amer- 
ican agriculture is situated the rate of 
growth of the demand for American farm 
products is slackening while that of the 
supply is on the rise. Population growth 
is slowing down, the income elasticity of 
farm products is low, better nutrition 
may increase the demand somewhat but 
not as much as is commonly supposed, 
and the use of farm products as raw 
materials has promise, but “‘it is im- 
portant to temper enthusiasm.” The 
supply, however, pushes ahead chiefly 
as a result of advances in farm tech- 
nology. Meanwhile the natural increase 
of farm population is large, the largest 
of any major group. 

What adjustments are required? Pri- 
marily those that reduce the excess 
supply of labor in agriculture. Earn- 
ings of workers engaged in farming 
have been low, chronically so, and will 
again become very low unless positive 
measures are taken to redress this bal- 
ance, that is, to bring about a redis- 
tribution of the nation’s labor force 
more favorable to agriculture. 

The report repeatedly stresses the 
importance of full employment to agri- 
culture on the grounds of the better 
demand. But this is less than half the 
story. Plainly the report takes account 
of this “other half” but it does not put 
them side by side so the reader may see 
their relationship and comparative im- 
portance. The job opportunities which 
full employment would bring to millions 
of farm people crowded in poverty in 
the Piedmont, the Black Belt, the Ap- 


palachian and other farming areas is 
even more significant. Here we have the 
main chance at “agricultural adjust- 
ment.” 

Prices. Part III urges that price con- 
trols be continued during the transition 
and that some method be found “for 
an orderly tapering off of wartime pro- 
duction incentives.” Under high em- 
ployment conditions the best results will 
come from a free competitive market 
except that even then the farm prices 
that confront farmers are rather un- 
reliable guides in making production 
plans. To make prices more dependable 
as guides the report urges more and better 
outlook information and the improve- 
ment of the free market by market news, 
standardization, grading and _inspec- 
tion of products, regulation of trade 
practices and the doing away with 
monopolistic practices; and by farmers’ 
cooperatives serving as pace setters. 

But when depression comes drastic 
measures are needed. The remedy does 
not lie in “shifting the production of 
some farm products to retrench in some 
lines and expand in others.’? Nor does a 
general curtailment of agricultural pro- 
duction provide a solution. The diffi- 
culty lies outside of agriculture and one 
would infer from this that the place to 
tackle a depression is in the industrial- 
urban economy. 

To alleviate the burden put on farm 
people during a depression three steps 
should be taken: subsidize food con- 
sumption, defer farm mortgage pay- 
ments, and make income payments 
direct to farmers. These measures would 
have much merit over production con- 
trol and support prices to protect farm- 
ers from business fluctuations. 

But not one word about the serious 
shortcomings of parity prices! 

On Income. Farm income did not rate 
a special subcommittee and as a result 
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the “income problem” in agriculture is 
dealt with as an integral part of the 
“resource problem.” ‘That is, as a part 
of production and price, except for 
certain considerations pertaining to wel- 
fare. Income, however, presents three 
major classes of policy problems. Each 
is of considerable significance in ascer- 
taining agricultural policy. They are: 
(1) level of income, (2) its stability, and 
(3) the personal distribution of income. 
Each deserves careful and separate ex- 
amination. é 

To economize it is necessary to fit 
together cost and utility patterns. To 
do this, trade is necessary. Prices should 
guide production and they should chan- 
nelize products to consumers. ‘This is 
the main job of the structure of relative 
prices. During a depression, however, 
another task arises; that is keeping 
income from becoming destroyed. Here 
we have the sum and substance of what 
the report says in the economic sphere 
and so far so good. But what about 
other economic issues? In agriculture 
certainly conservation is a major type 
of production adjustment (and it should 
have been treated in an _ economic 
context); so are storages; and the en- 
largement of farms; and the lessening of 
the excess supply of labor in agriculture. 
To present a consistent and compre- 
hensive picture with regard to policy it 
would be necessary to deal with each of 
these not in isolation, but within the 
framework of relative prices with a view 
of bringing about adjustments that are 
consistent with the forces reshaping the 
supply and demand for farm products— 
in short, consistent with a moving gen- 
eral equilibrium. 


III. Policy without Government 


My primary criticism of the Land 
Grant Postwar Agricultural Policy Re- 
port is that it assiduously avoids the 
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issues of government per se. Professor 
Black has pointed out that the 1927 and 
1932 policy reports of the Association 
were chiefly the work of ‘“oldtime pro- 
fessors of agronomy and animal hus- 
bandry.”* In this report, however, the 
hand of the economist is very visible 
but not that of the political scientist. 
The 1944 report must be characterized 
as having been written without the 
advice of students on government. 

How effectively can one discuss policy 
without setting forth certain basic prin- 
ciples regarding government? Agri- 
cultural policy is not simply an exercise 
regarding the techniques of soil con- 
servation, the listing of rural facilities, 
and the pricing of factors and products 
for production and trade. Policy of 
necessity, must go further. It partakes 
of political economy, of government; and in 
our society, agricultural policy should 
take cognizance of federal-state relations. 

Policy, accordingly, does not entail a 
treatment which gets down to the level 
of specific programs (the report wisely 
avoids the program approach), nor need 
it engage in planning (a task for which 
the committee had no authority), but 
it should set forth principles that are 
applicable in public housekeeping. This 
requires, however, taking account of the 
design of the house, who lives in it, the 
value and tastes of the family, how they 
manage and what they take for granted. 

These principles must be consistent 
with a democratic state. No one will 
contend, however, that there is full 
agreement among the participants in 
our society as to the ends to be achieved 
and the means to be employed. More- 
over, future events are always vested 
with much uncertainty. Yet, there is a 
considerable area cf agreement, an area 


2See Journal of Farm Economics (February 1945) 
pp. 168-170. Professor Black makes a comparison between 
this and earlier reports which is helpful in obtaining a kind 
of historical perspective. 
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where goals are held as common values 
and in which the participants have, for 
all practical purposes, a harmony of 
interest. For this area, on the assumption 
that institutions are constant, the analysis 
(especially that pertaining to economics) 
is direct and straightforward. Here 
the economist can, without difficulty, 
offer economic-political judgments. 

But what about the area where there 
is a conflict of interest? Mass democracy 
means that more people want recogni- 
tion, more of the under-privileged want 
a larger share of the goods and services 
than they have been able to “earn” 
heretofore. Agriculture is no exception; 
there is less and less room for a thin 
elite. Even today, after the remarkable 
progress of recent decades, by no means 
all of our farm families feel that they 
have “parity,” that is, an equitable 
status as producers and consumers in 
our political economy. Many low income 
farmers are still outside the pale. They 
have little or no voice in the organized 
interest groups of agriculture. Nor are 
their interests reflected adequately by 
the Land Grant Colleges or by the 
federal agencies serving agriculture. Only 
in the political sphere through the 
legislative. and executive branches and 
even here all too weakly, can these farm 
people make themselves felt.‘ 

Certainly our scholarship requires that 
these conflicts of interest be made ex- 
plicit. These conflicts should not be 
hidden by a priori principles, obscured 
by loquacious phrases, and by the use 
of “self-evident” premises. What is 
needed is an attempt to construct the 
fields of social interest, in order to show 
how the lines of interest run across each 
other and then trace the effects of alter- 
native policies upon each group. This 

‘Actually in many states low income farmers, and 
especially Negroes, are practically without franchise. 


5Cf., Gunnar Myrdal, Das Polttische Element in das 
Nationalokonomischen Doktrinbildung. 1932, chap. 8. 


procedure entails a recognition of funda- 
mentals in government and the avoid- 
ance of the premises that a particular 
institutional system is permanent.§ 

What are the main issues in govern- 

ment? As we study agriculture we need 
to ask and answer the questions Pro- 
fessor Ernest Barker put to himself in 
his treatise:® Is a democratic state 
capable of dealing with economic con- 
flicts and schisms? Is it committed to 
non-intervention? Is it too slow and 
cumbersome to deal with emergencies 
and even with the normal pace of events? 
The more significant domestic conflicts 
are not resolved by the market mecha- 
nism which presumably could equate 
marginal costs and utilities of producers 
and consumers. Nor are they settled by 
domestic courts. 
‘They are settled in a contest of social forces which 
are kept in peaceful channels by the moral and 
physical authority of the domestic government, 
and it is within the framework of this domestic 
government, primarily its executive and legisla- 
tive branches, and through the free interplay of 
social forces outside these political institutions 
that the social conflicts threatening domestic 
peace find their peaceful solution.”’? 

In a comprehensive context of this 
kind Part VII on “The Role of Farm 
People in Policy-making” is both naive 
and dangerous. It starts with the asser- 
tion that what we require ‘‘is a mecha- 
nism whereby farm people can state their 
needs.”” Such a mechanism presumably 
would be insured by the establishment of 
‘a permanent national agricultural pol- 
icy committee composed of representa- 
tives of Land Grant Colleges, the United 
States Department of Agriculture, and 
the national farm organizations.”’ This 
coalition should consider both the con- 
tent and the method of execution of any 
major agricultural legislation before it 

* Ernest Barker, Reflections on Government, (Oxford 
University Press, 1942), chap. 6. 


7 Hans J. Morgenthau, ““The Machiavellian Utopia,” 
Ethics, January 1945. 
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is introduced and of any important 
administrative program before it is 
launched. 
Professor Black has called 
dangerous proposal, one that: 


this a 


“might easily become a governmentally en- 
trenched pressure group in behalf of agriculture, 
or particular agricultural institutions, because of 
the close affiliations existing between some of the 
major members in these groups. The report starts 
out with strong condemnation of government in 
behalf of special interest groups and ends with a 
proposal that could readily lead to exactly such a 
result.” ® 


If one is to take this proposal as it 
stands then, certainly Professor Black’s 
criticism is wholly valid. There is, 


however, a doubt in my mind that the 
committee intended to put the Land 
Grant group into the role of a pressure 
group. ° 

Despite the fact that the committee 
members were not grounded in political 
science, they might have made a sub- 


stantial contribution had they considered 
some of the essential steps necessary. to 
improve federal-state relations. An 
examination of this issue would have put 
them squarely into an analysis of govern- 
ment and its functions. Moreover, 
agriculture has a rich heritage in its 
experience in federal-state relations. In 
the main these relationships have ma- 
tured and functioned well. Agricultural 
research is accordingly stronger and so 
is ofi-< smpus education. 

Part V on Soil Conservation especially 
lost much in its effectiveness by this 
avoidance of the governmental problem 
of federal-state relations. As it stands it 
is essentially so much technical knowl- 
edge, useful and accurate, but con- 
sidered in too restricted a context. How 
should research work regarding con- 
servation be organized? The members 
of that subcommittee were well qualified 


8 op. cit., p. 175. 
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to argue the disadvantages of having it 
tied to an administrative agency. Con- 
servation programs in the field of action 
lend themselves to decentralized con- 
trol. Certainly this has a significant 
bearing on functions in the federal- 
state sphere. 


IV. Research for Policy 


I am fully convinced that the Land 
Grant professional personnel has a major 
contribution to make to policy, not only 
to agricultural policy but also to na- 
tional policy in other spheres: for in- 
stance, in nutrition and food policy 
generally; in improving the quality of 
the population; in conservation of all 
natural resources; in government, es- 
pecially with regard to federal-state 
complementarity; in monetary-fiscal pol- 
icy, if advantage is taken of the abiding 
interest that farm people have in a stable 
price level; and in the mobility and free 
entrance of people as they seek job 
opportunities. 

The Land Grant institutions have 
many assets, most of which, however, 
have not as yet been mobilized to serve 
the formulation of policy. Their lia- 
bilities, on the other hand, are few and 
these may be minimized. To bring the 
Land Grant resources to. bear on policy 
will require a rather fundamental re- 
casting of organized research in agri- 
culture and of teaching both off and on 
the campus. It means becoming pre- 
pared to provide the answers to a new 
set of questions, questions that arise in 
the sphere of policy. A few examples 
may prove helpful in illustrating what is 
required. 

The farm organizations want to know 
what fiscal-monetary techniques may 


contribute (a) to the maintenance of full 


* op. cit., Noble Clark in his address, “The National 
Setting for Farm Policies” said, ‘‘We have no intention of 
becoming another pressure group trying to enforce our 
beliefs and desires on others.” 
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employment, and (b) to the stability of 
the general level of prices after the war. 
Here we are dealing with basic policy 
issues, about the most important affect- 
ing the economic welfare of farm people. 
Are the professional workers and _re- 
searches of the Land Grant College pre- 
pared to give competent instruction 
regarding fiscal-monetary matters? No 
one would be prone to minimize the 
stake that farm people have in how the 
debt is managed, how taxes are re- 
modeled to serve fiscal-monetary ends, 
how credits, public works and other 
spending and lending techniques are 
employed. But where may farm people 
and their leaders obtain analysis and 
recommendations? 

The Farm Bureau wants to know what 
the merits and demerits may be of ex- 
tending once again the Reciprocal Trade 
Agreement program. Will it fit into our 
postwar commercial policy now being 
forged? Why is it desirable to grant the 
State Department power to reduce tar- 
riffs 50 per cent from existing levels? 
What did the trade agreements accom- 
plish before the war? Are they always 
too little or too late in overcoming the 
many barriers destroying foreign trade? 
Basically, I believe it is possible through 
painstaking inquiry to ascertain how 
the trade agreements have affected the 
economy as a whole, including agri- 
culture and its several parts. But that 
research job has not been done—to the 
best of my knowledge. 

The Department of State wants to 
know how to reconcile agricultural policy 
and trade policy. The two are becom- 
ing increasingly inconsistent. The Land 
Grant report does take cognizance of this 
problem; what it says has academic 
sanction but it provides little or no clew 
as to how to make the transition from 
where we are to where we want to go. 
Realistic thinking and researches are 


not at hand. The issues will remain of 
critical importance. If the present drift 
continues, sooner or later powerful ele- 
ments in agriculture, in the cotton and 
wheat belts, will acquire a vested inter- 
est in protection and then they too will 
throw their weight against an _ en- 
lightened trade policy. 

The Farmers’ Union wants to know 
what an adequate program of social 
security for farm people would contribute 
to improving the lot of low income farm 
families. To whom can they turn for a 
careful, unbiased analysis? Is there 
merit in a system of family allowances, 
in an extension of old age and survivors 
insurance and for hired farm laborers, 
unemployment compensation? The Land 
Grant report favors the latter. Where 
are the researches te back up this 
recommendation? 

Farm leaders and others concerned 
about the competitive position of cot- 
ton are asking an array of basic questions 
which will require answers before pol- 
icies can be developed to facilitate the 
reconversion of the cotton South. It is 
to the credit of the Directors of the 
Agricultural Experiment Stations of the 
South that they are addressing a part of 
their energies as a group to this problem. 
But will they be prone to avoid the 
really significant unsettled issues be- 
cause they are too controversial? 


There are other vital policy issues: 


We need to analyze how mass-democ- 
racy works in practice in order to dis- 
cover ways of improving it. We need 
to study income to ascertain what 
factors determine the level of income, 
its stability and the personal distribu- 
tion of income. What are the basic 
elements affecting the social-efficiency 
of a people, of farm people? Nutrition 
and health are important. Is housing? 
How much and what kind of education 
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is relevant? What about security, free 
time, and freedom? 

This much is plain: To do organized 
research which will contribute to a 
solution of significant policy issues re- 
quires a number of pre-requisites re- 
garding political economy, political proc- 
esses in a democratic state and the 
social values to be achieved. These 
prerequisites are not at hand ordinarily 
in an institution and among professional 
personnel bent on_ technological re- 
search under laboratory conditions. To 
outline even the barest essentials would 
entail another paper, however.'° 


* * * 


This country is indeed far from pre- 
pared for the postwar; agricultural policy 
is vexed with unsettled issues. 


Are we 


10 An idea of essentials may be had from Appendix 
2 “A Methodological Note on Facts and Valuations in 
Socia] Sciences,” pp. 1035-1064 of Vol. II, An American 
Dilemma, 1944, by Gunnar Myrdal (Harpers: 1944). 
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to go back to the prewar farm programs 
designed chiefly to bring relief to agri- 
culture? What are we to do about parity 
prices? There is much uncertainty in 
men’s minds as to what course to pursue. 
The Land Grant Policy Report has 
appeared at this critical juncture. It 
makes a series of policy recommendations 
that are national in scope. These recom- 
mendations should go a long way in 
enlarging the area of agreement es- 
pecially with regard to long run objec- 
tives—but for the short run, for the 
problems that will confront agriculture 
as soon as we make the transition back 
to a peace economy, it is lacking in 
realism. It does not tell us how to go 
from where we find ourselves to where 
we should go. And that too is a concern 
of policy. 

But how can we have policy without 
political machinery and political econ- 
omy without government? 





Aluminum and Power Control 
By CHARLOTTE MULLER * 


Alcoa in Power 


i een Aluminum Company of Amer- 
ica (Alcoa) has been forced into a 
dominant position in the international 
hydroelectric power industry by its de- 
pendence on cheap power. ‘The pro- 
duction of a pound of aluminum re- 
quires the consumption of 10 to 12 
kilowatt hours of electricity. No other 
electro-chemical product, with the ex- 
ception of magnesium and calcium car- 
bide, consumes so much power. The 
cost of electric power is so large a part 
of the total cost of aluminum that Alcoa 
has located its aluminum reduction 


works near hydroelectric installations 
to reduce the loss of power in trans- 
mission. 

Ten to fifteen dollars per-horse-power 


year is the maximum that the aluminum 
industry has felt it could afford, and it 
must spend considerably less than this 
maximum to lower its costs and prices 
enough to build new markets. Alcoa, 
aware of this trend, has been “‘driven to 
the wilderness”! and has quenched its 
power-thirst in virgin streams, building 
power works in non-industrialized areas 
where it would be the only important 
power consumer, indeed the first to 
harness the power potential of the local- 
ity. 

Alcoa realized in the 1890’s that con- 
trol of cheap power was vital to the de- 
fense of its aluminum monopoly. If 
Alcoa could pre-empt power sources in 
undeveloped areas, the company could 
command the approaches to aluminum 
production. At the same time, by keep- 


* Barnard College. 


1Francis C, Frary, “Economics of the Aluminum In- 
dustry,” Industrial and Engineering Chemisiry, February 1936, 
p. 147. 


ing its power costs low, Alcoa could 
enable its product to compete with 
other metals. 

Although Alcoa controlled only 306,- 
062 kilowatts, or less than 3% of the 
total installed hydro-electric capacity of 
the United States in 1938,? it was able 
to utilize power to protect its aluminum 
monopoly. For not all hydro power is 
cheap and conveniently located. And 
economical manufacture of aluminum 
demands, not power in general, but 
power meeting special qualifications. 

An aluminum plant must have firm 
power in large amounts—at least 30-50,- 
000 HP. Not only is there a restricted 
natural supply of sites with so large a 
potential, but also they must be found 
in places where the land which must 
be bought and flooded can be acquired 
cheaply. The sites should also be 
accessible to transportation, labor, and 
markets. Hence, the concept of an 
aluminum monopoly secured by control 
of selected power sites is far from imag- 
inary. The vast Canadian powers con- 
trolled by Alcoa’s associate, Aluminium 
Limited (Alted), far extend the scope of 
the suitable power sites under unified 
domination. (Controlling blocks of 
shares in both Alcoa and Alted are held 
by the same families.) 

The highlights of the story of Alcoa’s 
control include: Alcoa’s acquisition of 
choice power rights and sites when the 
falls of Niagara were first harnessed by 
man; Alcoa’s binding of power suppliers 

? Equity No. 85-73, In the District Court of the United 
States for the Southern District of New York, United States 
of America v. Aluminum Company of America, et al. Brief of 
Aluminum Company of America and other Defendants who 
are represented by its solicitors (except Aluminum Manu- 


factures, Inc.) pp. 99-102. (Hereafter referred to as Alcoa 
Brief.) 
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by restrictive covenants preventing sale 
of power to competing aluminum manu- 
facturers; Alcoa’s pioneer investments in 
the untapped streams of the Tennessee 
Valley; Alcoa’s branching out abroad 
into the cheap power sources of Norway, 
reflecting the exhaustion of cheap do- 
mestic power supplies. The final episode 
to date has been Alcoa’s excursion into 
Quebec, taking over James B. Duke’s 
power sites on the Saguenay River, 
with the dramatic climax of the wartime 
development of the Shipshaw site. 

In response to the accusations in the 
government’s anti-trust against Alcoa, 
filed in 1937, that the company has used 
power domination as a tool of aluminum 
monopoly, Alcoa argued that it pre- 
empted no power beyond its anticipated 
needs for “‘dog-in-the-manger”’ reasons. 
It claimed that its farflung web of power 
control was spun to insure it a reliable 
source of power for future needs.* Con- 
vincingly Alcoa related the complex, 
tedious, years’-long process of choosing, 
assembling, and developing power sites, 
and explained the high cost of acquiring 
lands flooded by dams, of erecting the 
dams themselves, of building power- 
houses, etc. It showed how the energy 
potential of a single river is best utilized 
by building a series of dams rather than 
one. 


So convincing is the analysis, in fact, 
that it is difficult to avoid the conclusion 
that the power investment imposes a 
real barrier to newcomers in the alumi- 
num field. There are instances, as well, 
which tend to confirm the allegation that 
it was overt acts of exclusion as well as 
the defeating psychological and financial 
effect of large capital requirements which 


‘Ibid., p. 110. 

‘This company began commercial generation of alter- 
nating current in the summer of 1895. Its first customer 
was Alcoa, then known as the Pittsburgh Reduction Com- 
pany. On August 5, 1895, aluminum was first produced at 
Niagara Falls, the “greatest single source of constant water- 


fashioned power into an instrument of 
aluminum control. 

Alcoa at Niagara Falls. By various 
restrictive covenants, Alcoa prevented 
power companies from which it leased 
land and bought energy, from supplying 
Alcoa competitors or producing alumi- 
num themselves. 


One of the two companies developing 
hydroelectric power on the American 
side of Niagara Falls before 1918 was 
the Niagara Falls Hydraulic Power and 
Manufacturing Company, later ac- 
quired by the Niagara Falls Power 
Company. The former company signed 
a contract with Alcoa on August 2, 
1895, leasing to Alcoa certain lands at 
Niagara Falls and arranging to sell 
mechanical water power to Alcoa for 
25 years. ‘The Hydraulic Power and 
Manufacturing Company agreed not to 
manufacture aluminum, nor to sell or 
lease power to anyone for this purpose. 
Identical restrictive covenants appeared 
in later contracts between the com- 
panies, the last (signed in 1905) having 
a duration of 60 years. 

The other of the two companies, the 
Niagara Falls Power Company, con- 
tracted on May 1, 1905 to sell Alcoa 
power for 15 years and to lease lands to 
the aluminum monopoly.‘ It agreed 
not to manufacture aluminum, nor to 
sell or furnish power to be used for 
aluminum production within the United 
States. Nor would it grant any rights for 
aluminum production to any rival of 
Alcoa in Canada, where Alcoa had 
already begun production, without giv- 
ing Alcoa first chance at the opportunity 
at whatever terms were offered by the 
rival firm. 


power in the United States.” The Niagara Falls Power 
Company acquired the Hydraulic Power Company in 1918 
at the urging of the Secretary of War who wished to:con- 
serve Niagara power. Edward Dean Adams, Niagara Power, 
History of Niagara Falls Power Company 1886-1918, Vol. IT. 
(Niagara Falls, N. Y., 1927), pp. 308-9. 
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Subsequent agreements until 1921 re- 
peated these restrictions, but both Alcoa 
and the Power Company aver that the 
restrictive clauses were cancelled by an 
agreement made in January 1921. The 
Federal Water Power Act, establishing 
the Federal Power Commission, had 
become law in June 1920. By the terms 
of the act, agreements to restrain trade 
in electrical energy disqualified appli- 
cants for federal power licenses. Had 
the Niagara covenants not been can- 
celled, they might have come under the 
scrutiny of the Power Commission. The 
New York State Power Authority claimed 
that the cancellation was ‘‘a mere 
sham’’; that “‘it was not known to any 
of the officers or employees of the Com- 
pany” as late as 1936 and that its 
publication was both tardy and _ in- 
effective. Therefore, the Authority 
added, although the public had been 
aware of the restrictive covenants, it 
was not apprised of their formal re- 
traction. ° 

That the 1921 cancellation was nom- 
inal is suggested by the failure of two 
independents seeking to begin aluminum 
production, the Uihlein family and 
George Haskell, to buy power at Niagara 
Falls as late as 1923. The government’s 
petition in the 1937 anti-trust suit 
against Alcoa charged that the restric- 
tion is still in full force and effect.’ 
However, the demand for Niagara power 
has been so great in recent years that 
little or no power would have been avail- 
able for an independent aluminum pro- 
ducer. 

In the year after the cancellation, 1922, 
the Power Company granted Alcoa more 
mechanical power than it was getting be- 


5 Federal Power Act, Revised to August 26, 1935, Sec- 
tion 10h. 

* Brief of the Power Authority of the State of New York 
before the Federal Power Commission, March 1, 1940. 
In the Matter of the Application by the Niagara Falls Power 
Company to Include in Project No. 16 Authority to Divert an Addi- 
tional 275 Cubic Feet of Water per Second, p. 24. 
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fore at a preferential price equivalent to 
about $10 for an electrical horsepower 
year. This rate compared favorably with 
the charge of $16 to other industrial 
customers. The preferential price was 
hidden by putting the reduction in the 
form of a rebate. Preferential rates to 
Alcoa were concealed for years by the 
failure of the Power Company to submit 
these rates to the New York Public 
Service Commission. The Commission 
in 1937 started proceedings to force the 
Power Company to do this. Alcoa fought 
the order in court, and won a ruling that 
the Public Service Commission had no 
jurisdiction in the supply of mechanical 
water power by the Power Company to 
Alcoa. 

Other Restrictive Covenants. A_ third 
power company, the St. Lawrence River 
Power Company, signed a restrictive 
covenant when it sold to Alcoa, on 
February 20, 1903, the use of water 
powers near Alcoa’s Massena, N. Y. 
plant on the St. Lawrence River. This 
company agreed not to use or sell 
power for the manufacture of aluminum 
so long as Alcoa remained in the business. 
In 1906 Alcoa acquired a controlling 
interest in this company. 

Finally, the restrictive covenant was 
employed in the case of the Shawinigan 
Water and Power Company of Shaw- 
inigan Falls, Quebec. The Shawinigan 
company on August 14, 1899, entered 
into a ten-year contract to supply power 
to the Alcoa subsidiary (Northern Alumi- 
num Co., Ltd.) operating a smelter and 
electric generators at Shawinigan Falls. 
The Shawinigan company agreed not to 
use or sell power for aluminum manu- 
facture. Later contracts retained the 
early restrictions. When George Haskell 
tried to buy power from the Shawinigan 
company in 1924, he was refused as soon 


7 Equity No. 85-73, Petition Filed by the United States, 
April 23, 1937, Par. 84. 
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as his intention of making aluminum 
became known. In December 1932, 
over 4 years after the transfer of Alcoa’s 
foreign properties to Alted, the latter 
was substituted for Alcoa as guarantor 
of these power contracts.* The govern- 
ment petition in 1937 alleged that the 
restriction imposed on the Shawinigan 
Company, now the “center of a web 
controlling the major power systems of 
Quebec” . “is still in full force and 
effect.”® Alcoa merely said in defense 
that, since Shawinigan Falls lies outside 
the United States, the contract was not 
subject to the scrutiny of the courts of 
this country. 

Integration into the Field of Power. Grad- 
ually Alcoa turned from buying energy 
under restrictive covenants to building 
dams at its own sites to control the water 
flow. This was part of Alcoa’s program 
of integration. 

Alcoa’s first acquisition of hydroelectric 
property was the purchase of the St. 
Lawrence River Power Co. at Massena. 
Later Alcoa took over additional power 
properties on both sides of the St. 
Lawrence River. In 1907 Alcoa in- 
corporated the Long Sault Development 
Company to round out the development 
of the International Rapids Section of the 
St. Lawrence River by use of riparian 
rights along the Long Sault section 
of the St. Lawrence. But“ . . . the 
charter granted by the State of New 
York was found unconstitutional and 
repealed” and in addition the govern- 
ments of Canada and the United States 
opposed the move for private exploita- 
tion of this priceless power resource.!° 
Although Alcoa turned to Southern 
power sites when this plan failed, it did 

* Equity No. 85-73, Brief for the United States, December 
2, 1940, pp. 222-24. 

* Petition Filed by the United States, Par. 85; Legislative 
Document (1938) No. 89, State of New York, Seventh An- 
nual Report.of the Power Authority of the State of New 


York for the year ended December 31, 1937, p. 41. (Here- 
after referred to as Leg. Doc. No. 89). 


not give up hope of turning the St. 
Lawrence to account. ‘ 

Alcoa began to buy lands and riparian 
rights along the Little Tennessee River, 
a main tributary of the Tennessee River 
which rises in north Georgia and flows 
through North Carolina into Tennessee. 
First, Alcoa bought the Knoxville Power 
Company, in 1910, which owned un- 
developed riparian land along the Little 
Tennessee. Gradually Alcoa bought up 
properties from all the other power com- 
panies which had started in the Little 
Tennessee Valley, and by 1914 had a 
large enough block to build its first 
hydroelectric units.!!' The Cheoah dam 
and powerhouse were installed in. 1919 
and the Santeetlah (North Carolina) 
dam was completed in 1928. This was 
followed by the dam at Calderwood, 
Tennessee, which was completed in 
1930. Other dams along the Little 
Tennessee were planned; and over a 
period of years Alcoa 


«|, . acquired ownership of varying amounts 
of riparian lands at the dam sites and in the res- 
ervoir areas of the Chilhowee, Fontana, Need- 
more, Nantahala, and Glenville projects, with a 
view to the future development of these projects.” !* 


Two projects of the Nantahala Power 
and Light Company, Alcoa subsidiary, 
located on the Nantahala River which 
joins the Little Tennessee at Almond, 
N. C., and on the west fork of the 
Tuckasegee River, were constructed to 
meet power needs of World War II. 

The Fontana Site. The most important 
plan of Alcoa was for the development 
of the Fontana site, which is considered 
by the TVA to be “one of the major 
developments in the Southeast 
It has an unusually strategic location 


10 [bid., p. 34. 

" Alcoa Brief, pp. 125-26, 

12 Report to the Congress on the Unified Development of 
the Tennessee River System Submitted by the Board of ' 
Directors of the Tennessee Valley Authority, March 1936, 
pp. 104-5. 
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from the point of view of the operation 
of the entire watershed, being located in 
one of the main tributaries of the Ten- 
nessee River System.”!* Since 1914 
Alcoa had been accumulating the neces- 
sary parcels of land for the project. 
Fontana is not only a power site but a 
dam project significant for navigation 
and for flood control in the valleys of the 
Tennessee and Mississippi Rivers. The 
planned reservoir, with a usable storage 
capacity exceeding 1,000,000 acre-feet, 
was to be the fourth largest east of the 
Mississippi River. 

Under the Federal Power Act, the 
Federal Power Commission had power 
to require a license for intended private 
developments if they affected the inter- 
ests of interstate commerce, or were con- 
structed in the navigable waters of the 
United States, or involved government 
lands. Finding after investigation that 
the Fontana project would affect navi- 
gation on the Little Tennessee and 
Tennessee Rivers, as well as interstate 
commerce, the Commission in Novem- 
ber 1940 required Alcoa to apply for a 
license. This would have included a 
clause providing for the eventual re- 
capture (not confiscation) of the project 
by the government. Under the Water 
Power Act of 1920 the government had 
the right to take the plant after 50 years 
and after paying the owners their legiti- 


18 77th Congress, 1st Session, United States Senate, Hear- 
ings before a Special Committee Investigating the National 
Defense Program (the Truman Committee) pursuant to 
S. Res. 71, Part 3, May-June, 1941, Aluminum, p. 937. 

14 Twentieth Report, Federal Power Commission 
(1940), p. 18. 

1*As Alcoa doubted the power of the Commission, it 
awaited the settlement of the New River case, which the 
Supreme Court decided in favor of the Commission on 
December 15, 1940, before dropping its plan. In 1925 
the Appalachian Electric Power Company had filed with 
the Federal Power Commission its intention to build 
a dam and power plant on the New River. (The New 
River, flowing through three states, runs into the Kanawha 
River and thus into the Ohio River.) The FPC wanted the 
company to obtain a license providing for eventual recap- 
ture of the property and surrender of excess profits. After 
years of litigation, the Supreme Court received the case on 


Annual 
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mate investments less accrued deprecia- 
tion. Alcoa was not willing to ask for a 
license under such conditions, and ‘“‘asked 
that all proceedings be dropped.’ 
The federal government then had the 
task of developing the strategic Fontana 
site.!5 
As the pressure of wartime power needs 
impelled the TVA toward an expanded 
construction program, a contract was 
finally signed with Alcoa on August 14, 
1941, turning over the Fontana site to 
the TVA. No cash was paid, but Alcoa 
was compensated by the better storage 
facilities which brought a more even 
river flow to Alcoa’s downstream dams 
at Cheoah and Calderwood. All five 
Alcoa dams on the Little ‘Tennessee are 
now under integrated TVA operation 
as part of the area’s power pool, although 
Alcoa still owns these properties.!® 
Interrelations between Alcoa and TVA 
have a history dating back to 1936 
when Alcoa contracted to buy power 
from TVA. In 1937 Alcoa increased 
this order to serve increased aluminum 
plant capacity. The parties agreed to 
furnish power to each other in emergen- 
cies. This proved a boon to Alcoa during 
the dry months of 1940 and the severe 
drought of 1941. Regular power inter- 
changes between the two systems were 
also of service to TVA.'7 After 1941 Alcoa 
increased its power purchases from TVA 


appeal by the FPC. On December 15, 1940, the Court 
decided that the Federal authority over streams and rivers 
under the interstate commerce clause in the Constitution is 
not limited to navigation, but embraces as weil floods, 
watershed development, and recovery of costs of develop- 


ments through utilization of hydro power. The decision 
asserted that a stream is to be considered navigable if it 
can be made so by reasonable improvements, even if none 
are contemplated. The decision was interpreted as a 
vindication of the FPC’s broad claims to authority. Neu 
York Herald Tribune, December 16, 1940, and January 11, 
1941. 

16C. Herman Pritchett, The Tennessee Valley Authority. 
A Study in Public Administration. (Chapel Hill: University of 
North Carolina Press, 1943), pp. 39-40, 189. 

17 Annual Report of the Tennessee Valley Authority for the Fiscal 
Year Ended Fune 30, 1938, Vol. I (Washington: 1938), pp. 
151, 60. 
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again to supply the new Alcoa aluminum 
plant and rolling mill at Alcoa, Tenn. 

The government-owned aluminum 
plant run by Alcoa at Lake Catherine, 
Ark., used power bought from the South- 
west Power Pool, a junta of private 
utilities, and from the Ark.-La. Electric 
Cooperative, a protégé of the Rural 
Electrification Administration which 
transmits power from Pensacola Dam 
on Grand River, Okla.*8 

The willingness of the federal govern- 
ment to undertake the investment needed 
for great power developments, and the 
controls enforced by the FPC over 
private development, have encouraged 
Alcoa to rely on power purchases once 
more, particularly for emergency use by 
plants whose operation may not be 
essential in Alcoa’s permanent plans. 

The Yadkin River Projects. Alcoa ac- 
quired another southern power site in 
1915, when it bought the properties of 
the French-owned Southern Aluminium 
Company on the Yadkin River in North 
Carolina. The properties of the dis- 
tressed company included an unfinished 
dam and power plant and an aluminum 
plant at Badin, N. C. Alcoa said that the 
plant was purchased to fill urgent war 
orders and to meet future power needs. 
Through this purchase, Alcoa kept the 
facilities off the market and out of com- 
petitors’ hands and saved the French 
aluminum company from considerable 
loss) The power flow on the Yadkin 
River, and especially at Badin, N. C. site 
of Alcoa’s aluminum plant, was so 
variable that in 1926-7 Alcoa had to build 
the High Rock Dam to regulate the 
flow.!9 

By 1940 Alcoa had developed three 
sites on the Yadkin—at Yadkin Narrows, 


18 77th Congress, 2nd Session, Union Calendar No. 666, 
House Report No. 1873, Interim Report, Special Committee 
No. 3 on Material, Procurement, and Personnel, Committee 
on Military Affairs, pursuant to H. Res. 162, March 5, 
1942, pp. 3-4. 


at Yadkin Falls below the Narrows, and 
at High Rock, 9 miles above the Nar- 
rows. A fourth site at Tuckertown is 
still undeveloped, for the following rea- 
son as interpreted by the Federal Power 
Commission: 


“The (Federal Power) Commission’s efforts to 
assure orderly development of the country’s 
water-power resources under a broad conception 
of the importance of Federal authority over 
streams have been hampered by the resistance of 
certain private power interests to the requirement 
that they obtain licenses for water-power develop- 
ments. This resistance has extended beyond the 
refusal to take out licenses for already constructed 
projects to decisions not to undertake needed 
power developments because the Commission 
found that a license would be necessary. This laid 
the ground for a specious argument that the Com- 
mission by requiring licenses was actually re- 
tarding the utilization of the country’s water- 
power resources. A specific case is that of the 
refusal of the Carolina Aluminum Company of 
America (Alcoa subsidiary) to go ahead with its 
Tuckertown project on the Yadkin River in 
North Carolina. Today that project would be 
of inestimable value for the production of alumi- 
num for the national defense program if the com- 
pany had been willing to proceed under a license 
under the Power Act.”?° 


Since 1922 Alcoa has neither bought 
nor, with the exceptions of Tuckasegee 
and Nantahala, developed any power 
projects within the United States. The 
available domestic resources of cheap 
power adapted to aluminum production 
were thought to have been exhausted. 
The exceptions of the Bonneville and 
Grand Coulee projects on the Columbia 
River in Washington, as typical of west- 
ern projects later developed or planned 
under public sponsorship, were far 
from Eastern metal markets. Bonneville, 
Grand Coulee, and TVA involved a 
tremendous power potential beyond the 
requirements of the aluminum industry 
and beyond the ordinary investment 
capacity of private capital. 

“19 Alcoa Brief, p. 129, 


20 Twentieth Annual Report, Federal Power Commission, 
pp. 15-16. 





114 


Foreign Power Acquisitions. Between 
1922 and 1926 Alcoa purchased im- 
portant or controlling-stock interests in 
four Norwegian aluminum companies 
owning water power sites, in a French 
power company, and in Saguenay River 
power sites in Canada. The reasons for 
this entrance into the international power 
field were cogently marshalled by Arthur 
V. Davis, Alcoa president, writing to the 
Attorney General on May 25, 1922, to 
defend Alcoa’s acquisition of control in 
the Norsk Aluminum Company: 


“We are confronted, in providing for future ex- 
pansion, with the constantly rising cost of hydro- 
electric power and even today the demands for 
hydro-electric. power are such that at certain of 
our plants it is more profitable for us . . . to 
use our . . power for public service work and 
light manufacturing than for the manufacture of 
aluminum. Competitive aluminum prices make 
it difficult, if not impossible, to sell aluminum at 
such a rate as will make as great a return on the 
d . power as if the power were sold for general 
distribution and this will be increasingly true in 
the future it is necessary for us to get a 
foothold where water power exists in large quan- 
tities and . . [can] be used for electro-metal- 
lurgical purposes without constantly competing 
with the high-priced demand of domestic and 
small industrial consumers.”’?! 


In Canada the association of Alcoa 
with the Duke interests in the control 
of cheap Saguenay power deserves study 
as an example of activities which simul- 
taneously prevented competitive alumi- 
num production and entrenched Alcoa 
in what has proved to be a leading 
water-power resource of the world. A 
further result was the expansion of 
production capacity beyond the reach 
of regulatory agencies of the United 
States government. 

The Struggle for Saguenay Power. The 
Saguenay River in Quebec drops 300 
feet between Lake St. John, which has 
an area of 400 square miles, and sea 
level at Chicoutimi. The tremendous 


21 Equity No. 85-73, Exhibit 892. 
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volume of its flow permits hydro-power 
production on a grand scala The 
Upper Development of the Saguenay at 
Ile Maligne lies within a mile of the St. 
John outlet; Shipshaw, the Lower De- 
velopment with a head of 200 feet, lies 
18 miles downstream. This was virgin 
territory. Not only could Alcoa benefit 
by lack of competition from other in- 
dustries for power, but also it could mect 
its labor needs at attractive prices. 


In 1899 and 1900 Quebec made its 
first grants of the Saguenay power sites 
to private persons. James B. Duke, 
organizer of the American Tobacco 
Company and president of the Southern 
Power Company, became interested in 
Quebec power about 1914 and acquired 
the grants at a cost of $1,000,000. Duke 
joined forces with Sir William Price, 
whose newsprint firm was a large con- 
sumer of power. Together they created 
the Duke-Price Power Co., Ltd. In 
1924 this company built a power station 
at the Ile Maligne site, with a planned 
capacity of 350,000 horsepower.?? The 
Duke-Price Power Co. was owned by 
the Quebec Development Co., Ltd., of 
whose stock Duke owned 621%%, and 
Price owned most of the rest. 


Eliminating the Uthleins and Haskell. 
Meanwhile the Uihlein family interests 
of Milwaukee had been investigating 
the possibilities of manufacturing alumi- 
num. They hired Alcoa experts to 
manage their venture, and plunged into 
a lengthy search for bauxite and power 
resources. At Niagara Falls, and on the 
Tennessee and Yadkin Rivers, they 
found no suitable power sites over 
50,000 HP (regarded by them as a mini- 
mum economical size) which had not 
been pre-empted by Alcoa. 


22 Herbert Marshall, Frank A. Southard, Jr., and Ken- 
neth W. Taylor, Canadian-American Industry—A Study in 
International Investment (New Haven: Yale University Press, 
1936), pp. 103-4, 
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In the fall of 1924, having found 
enough bauxite in British Guiana to 
start operations, Joseph Uihlein was 
invited by James B. Duke to inspect the 
Saguenay River power properties. They 
were unable to negotiate a satisfactory 
arrangement for production of aluminum. 
Finally, the Uihlein interests offered to 
sell out their bauxite to Alcoa, along 
with their plant (the Republic Carbon 
Company) producing electrodes at Nia- 
gara Falls. 

Uihlein warned Arthur V. Davis that 
Duke was planning to produce aluminum 
and would buy out the Uihlein ‘invest- 
ment if Alcoa did not, and also spoke of 
his trip to the Saguenay power sites. 
Within two months after the Uihlein- 
Davis conference, in December 1924, 
Alcoa bought up the Republic plant, 
in association with the Carborundum 
Company and the Acheson Graphite 
Company.”* Both co-purchasers were 


allegedly friendly to Alcoa and to the 


Mellon family, its dominant stockholders. 
Andrew W. Mellon owned stock | in 
Carborundum and Acheson. As Re- 
public Carbon had legal title to the 
Uihlein bauxite deposits, the Ujihlein 
aluminum venture thus passed entirely 
under Alcoa’s control.*4 

But this was merely the first step in the 
neutralization of. competition from the 
Duke power sites on the Saguenay. _ For 
George Haskell, backed by powerful 
automobile manufacturers to whom Has- 
kell’s firm, the Baush Machine Tool 
Company, sold aluminum parts, was 
trying to start aluminum production. 
Early in 1924 Haskell approached the 
Quebec Development Company, Ltd., 
of which Duke was president, in an 
effort to purchase power for aluminum 
production. He had unsuccessfully tried 


23 Brief for the United States, pp. 290, 293. 
24 Ibid., p. 296. 
28 Ibid., pp. 373-86. 


to find domestic power for less than $20 a 
horsepower year—a prohibitive price 
for aluminum production. Haskell ob- 
tained from Duke an option on a twenty- 
year contract for 50,000 horse-power at 
Ile Maligne, in the spring of 1924. After 
a trip to Europe to sound out an alumina 
supply and observe reduction methods, 
Haskell returned with a detailed plan 
for a joint aluminum enterprise. As the 
Duke group wished to launch an inte- 
grated company owning its own bauxite 
reserves, it sent an executive to seek 
bauxite in French Guiana. 

The planned size of the Saguenay 
aluminum plant was finally put at 
20,000 tons a year. Elaborate prepara- 
tions were made. ‘Then suddenly, in 
November 1924, Haskell learned of 
negotiations between Arthur V. Davis 
and Duke, and not long thereafter was 
informed that the Quebec Aluminum 
Company had been formed without his 
knowledge. In short, Haskell was being 
dropped.?® 

After months of negotiation Alcoa in 
1925 effected a merger with the Duke 
interests on the Saguenay (that is, with 
the Canadian Manufacturing and De- 
velopment Company, formed for the 
purpose of the merger), whose unde- 
veloped water powers at the Lower Site 
passed to Alcoa. The Duke-Haskell 
plans were discarded. Duke and his 
associates received one-ninth of the capi- 
tal stock of the reorganized Alcoa and a 
place on the board of directors.?*® 

Alcoa’s Strategy. Why was Alcoa willing 
to merge with Duke on these terms? 
Alcoa’s Chief Engineer, James W. Rickey, 
had made a survey of the power sites 
on the Saguenay River for the company. 
In his report, in February 1925, Rickey 

26 Actually, 1/9 of the preferred, 3,412,600 common 
shares (1/9), and option to buy at $5 enough Alcoa common 
to raise the Duke participation in common stock to 15%. 


The market price of this stock was far more than $5 at this 
time. Jbid., pp. 335, 339, 341. 
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urged that Alcoa acquire the sites, which 
offered ‘“‘the best opportunity I have ever 
studied for the development of a large 
block of cheap, continuous power which 
will be practically free from interruptions 
due to ice troubles and /or low water.” 
He predicted that a Shipshaw develop- 
ment of 400,000 horsepower (primary) 
could be built in three years, and an 
added 360,000 horsepower could be con- 
structed “when and as required” to 
bring the average capital cost down to 
$50 per horsepower. Rickey was con- 
fident that the remoteness of the sites 
from “big manufacturing centers” would 
prevent “public service demands” from 
recapturing the power from industrial 
use “for a great many years’’ or forever. 
Rickey expected that Alcoa could use 
some of the power either to produce 
aluminum in New York State to avoid 
the American tariff on aluminum im- 
ports, or at a plant site in Canada. 
Enough would be generated as surplus 
over Alcoa’s needs to retail in eastern 
Quebec, Ontario, and New York State 
districts. 

The transmission route of the planned 
power exports was designed to “‘form the 
nucleus of a ‘Grand Power System’ ” 
- and to “provide the entering wedge for 
our developing the international section 
of the St. Lawrence since we could 
already be distributing a large block of 
power in Western New York and would 
be coordinated with the Hydro and 
Montreal power interests.” At the 
proper time Alcoa would proceed to 
“seek the right to develop the interna- 
tional section” according to a precon- 
ceived financial plan. Thus Shipshaw 
and Ile Maligne were envisaged as great 
stepping stones to Alcoa control of the 
vast power resources of the International 
Section of the St. Lawrence with a po- 
tential of 1,640,000 kilowatts.27_ Mean- 


27 Leg. Doc. No. 89, p. 115. 


while Alcoa was actively blocking public 
development of these resources. 

By buying out Duke, Alcoa was secur- 
ing control over the largest water power 
site in the Americas available for private 
development. Alcoa was eliminating 
the competition of another industrial 
giant resting on power resources sur- 
passing Alcoa’s own. The Upper De- 
velopment on the Saguenay was neutra- 
lized by the inclusion of Duke within the 
Alcoa organization, although only Ship- 
shaw, and not Ile Maligne, passed into 
Alcoa’s hands. Further, Alcoa signed a 
ten-year contract for power from Ile 
Maligne in April 1925. No power was 
delivered under. this agreement, which 
was cancelled and replaced by another 
contract in 1926.*8 

Less than a year after Duke’s death in 
the fall of 1925 Alcoa bought 534% of 
the Duke-Price Power Company stock, 
which controlled the Upper Develop- 
ment. At this time Alcoa signed a 50-year 
power contract to receive from Ile 
Maligne 100,000 horsepower years of 
energy at $12 per HP. This was appar- 
ently the payment for the stock.?® Not 
only did this contract take up fully 34 
of the total developed capacity at Ile 
Maligne, but it invested the Duke-Price 
Power Company with a stake in Alcoa’s 
industrial stability. 

The power supplied under contract 
and available through Alcoa’s domina- 
tion of Duke-Price and its absorption of 
Shipshaw was more than three times 
the total developed power previously 
owned by Alcoa and would have sufficed 
to produce 550,000,000 pounds of alumi- 
num a year, or 372,000,000 more than 
the total world production in 1924. 
Alcoa could not immediately develop 


28 Brief for the United States, p. 350. 
29 Equity No. 85.73, Exhibits 262, 263. 
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or utilize the tremendous power flow at 
Shipshaw. 

While Alcoa already had cheap and 
ready power under its 1925 contract 
with Duke-Price, it was able by these 
new arrangements to gain long-run con- 
trol over power resources, thus adding to 
its ability to compete in world markets, 
and to exclude Duke’s competition 
(whether alone or in conjunction with 
an independent like Haskell) from the 
aluminum industry of the Americas.*° 


At the Ile Maligne station on the 
Grand Discharge of Lake St. John, the 
first installation ‘“‘completed in 1925, 

: consisted of 360,000 HP.” By 
1937 the installed capacity had been in- 
creased to 540,000 HP.*! The stock of 
the Saguenay Power Company (formerly 
the Duke-Price Power Company), con- 
trolling the Ile Maligne station, was 
transferred to Alted in 1928 when the 
latter was formed to hold Alcoa’s foreign 
properties and to conduct Alcoa’s foreign 
relations. Alcoa Power Company, sub- 
sidiary of Alcoa and formed to hold 
Shipshaw, was retained by Alcoa until 
1938 when, before the trial of the gov- 
ernment’s anti-trust suit against Alcoa, 
it was sold to Alted and became the 
Aluminum Power Company. In 1941 
Alted transferred this subsidiary to the 
Aluminum Company of Canada. One 
of the charges in the suit was that Alcoa 
had acquired Shipshaw to further mono- 
polistic plans. 

Alcoa Fights for the St. Lawrence. Simul- 
taneously with its activities in the Sag- 
uenay area, Alcoa was emerging as the 

30“A purpose and an effect of said stock acquisition (of 
Duke-Price Power Company) were to enlarge the capacity of 
Aluminum Company for low cost production outside of the 
United States to operate as a further threat to dissuade 
European producers from interfering with Aluminum Com- 
pany’s . . . monopoly of the United States market.” 
Petition filed by the United States, Par. 97. 

31 Estabrook & Co., “Aluminum Limited,” (New York, 
April 1944), p. 7. 


32 Leg. Doc. No. 89, pp. 11-13. The project covers the 
International Rapids Section of the River between Ogdens- 


chief figure in the Canadian-American 
power resources of the St. Lawrence 
River. For over two decades Alcoa’s 
role in the St. Lawrence has been to 
block attempts at public development of 
the power potential by joint American- 
Canadian action and to secure for itself 
and ‘‘allied interests’. . . “the 
right to exploit’”’ this potential. In the 
meantime, ‘‘a private power alliance of 
international proportions, in which 
Aluminum Company interests are an 
important factor,” sought to export 
power from Canada to the United 
States while delaying the public develop- 
ment of the St. Lawrence.** 

In 1920 an International Joint Com- 
mission began to investigate the pro- 
posed St. Lawrence project, and the 
governments of the United States made 
plans for a technical study by the 
newly constituted Joint Board of En- 
gineers. In the same year Alcoa sub- 
sidiaries applied to the new Federal 
Power Commission for licenses to de- 
velop the United States side of the In- 
ternational Section of the River. Alcoa 
owned the only existing power develop- 
ment in this Section, the St. Lawrence 
River Power Company at Massena. 
The New York State government was 
then favorable to private power inter- 
ests. Early in 1921 the New York Water 
Power Commission was created, with 
power to license private development of 
state-owned power sites. 


‘Almost immediately the General Electric-Du- 
Pont and Aluminum Company interests filed 
applications for licenses. In August of the same 


burg and the International boundary line. The river pro- 
vides a head of 85 feet for power production. The original 
purpose of the proposed development was ocean navigation 
linking the Great Lakes to the Atlantic via the St. Lawrence. 
Governments involved include the Dominion of Canada, 
the United States, the Province of Ontario, and the State 
of New York. Of the total 1,640,000 kilowatts to be in- 
stalled, New York gets 820,000, including 575,000 kilowatts 
of firm, continuous power. Industrial power would be 
available at the low figure of 1 mill per kilowatt hour. Jbid., 
p. 115. 
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year the interests were merged into the Frontier 
Corporation with the Aluminum Company hold- 
ing the dominant position.” *4 


But the plans were thwarted by the 
hostility of the new Governor-Elect, 
Alfred E. Smith, who in 1922 blocked a 
long-term lease of the St. Lawrence 
resources to the Frontier Corporation. 
Encouraged by the favorable reports of 
the International Board of Engineers 
and the Commission, Smith ‘“‘demanded 
public ownership of St. Lawrence power 
and creation of a New York State Power 
Authority to develop the power.” Fin- 
ally in 1926 the Governor was given 
‘“‘a practical veto” over the licensing of 
the state’s power sites by a constitutional 
amendment which was overwhelmingly 
ratified as the Governor was re-elected 
after campaigning of the power issue. 
The license application of the Frontier 
Corporation was withdrawn after Smith 
threatened to challenge the license in the 
courts. *4 


New Tactics. Public development, 
however, was stalemated as the Joint 
Board of Engineers failed to agree on a 
technical report. On the Canadian side 
a fresh effort for private development of 
the Soulanges Rapids Section of the 
St. Lawrence was undertaken in 1927 
by the Beauharnois Light, Heat and 
Power Company. The first Beauharnois 
syndicate, set up May 12, 1927, ‘‘eventu- 
ally included” Aimé P. Geoffrion, now a 
director of Alted and then representing 
Alcoa’s Canadian interests, and Frank 
P. Jones, associated in the syndicate with 
W. S. Lee, officer and director of the 
Duke-Price Power Company of which 
Alcoa had acquired majority stock con- 
trol in 1926. Later a part of Jones’ 
interest passed to Montreal Light, Heat 
and Power, Consolidated. This company, 


33 Ibid., p. 35. 
% Ibid., pp. 35-36. 


controlling “‘the largest existing develop- 
ment in the Soulanges Rapids Section” 
supplied power to the Alcoa plant at 
Massena.** It in turn was controlled by 
the Shawinigan Water and Power Com- 
pany, which also owned a 20% interest 
in the Duke-Price Co., Ltd. 

An international power consortium, in 
which Alcoa had direct and indirect inter- 
ests, moved to develop Soulanges Rapids 
in Canada after the Alcoa-dominated 
Frontier Corporation had failed to make 
headway in developing the United States 
side of the International Section. 

The Canadian National Advisory 
Committee, including representatives of 
this consortium, reported in 1928 in 
favor of delay in developing the In- 
ternational Section until the Soulanges 
power had been developed and marketed 
by the private interests. This view was 
accepted by the Dominion Government 
in a note to the United States. The 
publicly-owned Ontario Hydro-Electric 
Power System was in consequence, “‘de- 
prived of the opportunity to develop its 
own power resources in the St. Lawrence” 
and this “‘in the face of a rapidly growing 
power demand.”’** The Ontario System 
was forced to buy from private com- 
panies in Quebec, including the Beau- 
harnois Light, Heat and Power Com- 
pany. The province of Ontario, by 
contracting for one-half of the capacity 
of the initial Beauharnois development, 
aided private investment in the Quebec 
section of the St. Lawrence River. 


In 1929 the Niagara Hudson Power 
Corporation became ‘“‘the dominant 
power interest in the State of New 
York.” ‘Alcoa and its associates trans- 
ferred the Frontier Corporation to Nia- 
gara Hudson. Alcoa received in ex- 
change 10% of the stock of Niagara 


36 Ibid., p. 37. 
36'[bid., p. 37-38. 
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Hudson and a directorship for Arthur 
V. Davis.*7 

Thus the aluminum-power interests 
were integrated. At the same time, the 
public system of Ontario was flanked by 
the Shawinigan Falls system dominating 
Quebec, and Niagara Hudson ruling 
New York. Summarizing the role of 
Alcoa in power, the New York State 
Power Authority comments: 


“Alcoa has participated in every power develop- 
ment of importance available in the outflow of 
the Great Lakes-St. Lawrence basin. Where the 
Aluminum Company could get its way, the de- 
velopment went forward. Where the threat of 
public development assured the possibility of 
competition with its power and aluminum monop- 
polies, the development was blocked.’’8 


The Modern Shipshaw Development. The 
second World War gave Alcoa’s Cana- 
dian twin, Aluminium Limited (Alted), 
an opportunity to bring to fruition the 
old plan for a huge power development at 
Shipshaw, at the Lower Site on the 


Saguenay River, as part of a great inte- 
grated aluminum-power production sys- 
tem in Canada. . 
The Chute-a-Caron power project 
was begun at the Lower Site in 1928, 
the year in which Alcoa’s foreign prop- 
erties were organized into Alted, a 
separate company controlled by Alcoa 
stockholders. By 1931 a dam was built 
and generators installed. An ultimate 
capacity of 430,000 horsepower was at- 
tained.?® Meanwhile, Alcoa had ac- 
quired a plant site at Arvida in the 
Saguenay district, 3 miles from the 
power site. There an aluminum smelter 
was erected, and ingot production began 
in July 1926. In 1937 a Bayer process 
alumina plant was erected at Arvida, 


37 Ibid., p. 39. The official date of the transaction was 
January 1930. Part of the Niagara Hudson stock received 
by Alcoa was subsequently distributed to Alcoa stockholders 
as a stock dividend, in the ration of one share of Niagara 
Hudson common for each share of Alcoa common held. 
Moody’s Industrials, 1943, pp. 382, 384. 


38 Leg. Doc. No. 89, p. 41. 


which had previously relied on Alcoa’s 
alumina plant at East St. Louis. Thus 
Arvida was shaped into an integrated 
system. 

With the rearmament of the major 
nations of the world, Arvida found it 
desirable to increase plant capacity in 
1938 and in the first eight months of 
1939 to 90,700 metric tons. The expan- 
sion was self-financed. Later the United 
Kingdom, consumer of 41.5% of Cana- 
dian aluminum exports, 1926-39, re- 
quested increasing quantities of alumi- 
num, requiring a series of expansions in 
production capacity. The British Gov- 
ernment extended a loan on February 
2, 1940 to the Aluminum Company of 
Canada (Alcan), subsidiary of Alted 
and proprietor of Alted’s Canadian 
assets, amounting to $29,900,000. Finally 
the loan was increased to $55,600,000, 
covering capacity increases to 435,000,- 
000 Ibs., or 435% of prewar capacity.*° 

The loan was repayable in full only if 
the added capacity was used in full each 
year over a 20-year period, and was to be 
abated in interest and principal in pro- 
portion to the amount of the new capacity 
which lay idle in any year. In addition, 
the United Kingdom spent $6,800,000 
on extrusion and tubing mills at King- 
ston, which Alcan built for the United 
Kingdom and rented from it. The lease 
was described by the Canadian Minister 
of Munitions and Supply as “‘a hire-pur- 
chase plan” which will give Alcan title 
in twenty years.*! 

By the midsummer of 1941, Alted had 
negotiated contracts with three govern- 
ments (the United Kingdom, the United 
States, and Australia) requiring an ingot 

39 Fergus J. McDiarmid, “Canada’s New War-Born 
Hydroelectric Giant,” Public Utiltes Fortnightly, April 29, 
1943, p. 553. 

40 Kenneth R. Wilson, “The Truth About Aluminium 


Ltd.,” The Financial Post of Canada, July 24, 1943; Estabrook, 


op. cit., pp. 6, 9. 
41 House of Commons Debates, Official Report—Daily 
Edition, March 23, 1943, p. 1487. 
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capacity at Arvida of 1,100,000,000 Ib. 
and therefore demanding an estimated 
added investment of $117,000,000. 

Toservice the expanded production the 
great Shipshaw power project, planned 
by Alcoa as far back as 1925, was 
rushed to completion behind a wall of 
secrecy. The old Chute-4-Caron in- 
stallations were deposed to a standby 
position, and two generators were trans- 
ferred from the Chute-a-Caron plant to 
Shipshaw. Five great dams were built 
directing the entire flow of the Saguenay 
River into a new channel hewn out of 
solid rock. Concrete-lined tunnels of 
thirty foot diameter were cut through 
rock to carry water down a two-hundred 
foot drop to the turbines. Storage dams 
were built on tributaries of the Saguenay 
to stabilize the water flow throughout 
the year. Planes flew men and materials 
to Lake Manouan, wilderness storage 
reservoir of the Shipshaw power plant. 
Weather conditions were hazardous, tem- 
peratures dropping frequently to 25-35 
below zero. Sixty-two lives were lost in 
the course of two winters, but the work 
proceeded to completion in the fall of 
1943.42 


Role of the United States in Financing 
Shipshaw 


Both Shipshaw and the expansion of 
Arvida ingot capacity were financed by 
the funds of the foreign governments in 
need of Canadian aluminum and, in 


particular, by the United States. The 
provision of funds took the form of ad- 
vance payments of $93,000,000 on alumi- 
num deliveries. The share of the United 
States in these advances was $68,500,000, 
advanced interest-free (interest would 
amount to $2,500,000). The American 
advances aye being paid off by deducting 
5¢ a pound from the sale price of alumi- 


42 McDiarmid, Joc. ctt., pp. 554-5. 
43 Estabrook, of. cit., p. 11. 
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num sold and delivered to the United 
States. In addition, ‘“‘lines of credit” 
were established at Washington, “‘avail- 
able to the Company in installments as 
the metal is delivered,” and amounting 
to $34,250,000 (U.S. funds) and $5,000,- 
000 (Canadian funds).** 

The American contracts with Alcan, 
negotiated through the Metals Reserve 
Company in 1942, called for 1,370,000,- 
000 lb. of aluminum. The price agreed 
on was 15¢a lb. on 1,096,000,000 Ib. for 
direct use by the United States, and 17¢ 
on the rest, which was destined for Lend- 
Lease.** Not until the entire aluminum 
order is delivered will the $68,500,000 
of advances be paid off. 

By a special Order in Council, dated 
December 31, 1942, the Canadian gov- 
ernment freed the revenues coming to 
Alcan from Allied advances for use as 
capital. That is, the Privy Council re- 
frained from subjecting a_ substantial 
part of the gross revenues of Alcan to 
income and profits taxes. The Order in 
Council permitted Alcan to amortize at 
an accelerated pace its war-built re- 
duction and power facilities at the rate 
of 5%¢ per lb. of aluminum delivered 
to the Allied governments. The com- 
pany was enabled to write off against its 
taxable profits in four and a half years 
100% of the $117,000,000 estimated cost 
of aluminum plant expansion, plus 5% 
($5,850,000) extra for contingencies. It 
was also permitted to write off 60% of 
the estimated $62,500,000 cost of the 
Shipshaw electric power project plus 
10% for contingencies. Dispensations 
on other Alcan investment brought the 
total accelerated depreciation of plant 
up to $177,360,000.45 

Thus not only was the bulk of the war- 
time expansion of Alcan facilities financed 


«4 PM, March 22, 1943. 
43 Estabrook, op. cit.. p. 12; House of Commons Debates, 
May 14, 1943, p. 2731. 
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by the various Allied governments in the 
form of loans and advances repaid out 
of earnings, but the greater part was to 
be written off in a short space of time, 
in a period of high wartime taxes on 
corporate income. Furthermore, esca- 
lator clauses in the contracts permitted 
price rises sufficient to allow a write-off 
of the expansion at 5.5¢ a lb. out of 
earnings even if labor and transportation 
costs increased, i.e., a profit margin was 
guaranteed by mandatory additions to 
the base price. The escalator addition 
in 1942 was 3.51¢ a lb.; in the first half 
of 1943 it was 5.75¢ a lb.‘6 

C. F. Howe, Minister of Munitions 
and Supply, offered a public defense of 
accelerated depreciation as good policy 
in cases where wartime expansion ex- 
tends capacity beyond expected peace- 
time requirements.*7 He pointed out 
that, if Alcan actually did find the post- 
war value of its new plant to be greater 
than now supposed, Alcan earnings 
would then be fully subject to taxation 
without allowance for depreciation and 
the public would benefit in lower prices. 
Of course, it is likely that changes in tax 
rates in the interim would endow Alcan 
with a net saving in long-term tax con- 
tribution. Governments in need of war 
production are the rightful bearers of 
risk on war investment. ~ Accelerated 
wartime use of productive properties is 
another justification for accelerated de- 
preciation allowances.. High wartime 
construction costs justify Alcan’s appre- 
hension about a residue of investment 
cost to amortize in uncertain postwar 
years. (Shipshaw was built at a cost of 
$62,500,000 although the _ estimated 


4¢ Estabrook, of. cit. p. 17. 

«t House of Commons Debates, March 23, 1943, p. 1483. 

48 Ibid., p. 1485. 

49 Estabrook, op. cit., p. 15. 

50 See statement of S. H. Knowles in House of Commons 


Debates, May 14, 1943, p. 2730. Mr. Knowles charged that 
Alcan issued preferred shares for the first time in its history 


peacetime cost of doing the work was 
only $39,000,000.) +8 

Accelerated depreciation accounting 
wrote off more than 24 ($64,560,000) of 
Alted 1943 profits before all deprecia- 
tion and income and excess profits taxes. 
The taxes took only $14,360,000, and 
$13,000,000 went to earned surplus. 
Between 1940 and 1943 Alted was able 
to amortize $123,606,000 of war invest- 
ment by special dispensation. *® 

Implications of Shipshaw. While some 
of the general arguments for special 
treatment are applicable to Shipshaw, 
it is patently clear that Alcan has been 
able to push to completion a long-de- 
sired power development under ex- 
tremely favorable circumstances. With 
the aid of its added capacity to reduce 
and fabricate aluminum, Alcan has 
expanded and consolidated its producing 
strength in an integrated Canadian 
system. This, will be the base for post- 
war operations of tremendous magnitude 
already envisaged by Alcan in soliciting 
subscriptions to a new stock issue in 
1943.5° Therefore the claim of postwar 
uselessness as a justification for special 
consideration is damaged. 


Inconsistent Public Policy 


Broader implications of the way in 
which Shipshaw was built and paid for 
are of public interest. The source of 
Shipshaw funds is the advances and loans 
of the United States supplied to a private 
enterprise for power construction under 
unprecedented conditions.*! No control 
over the project is retained by the 
United States. Shipshaw, lying outside 
the United States, escapes the jurisdiction 
of the Federal Power Commission with 
which Alcan had already come into 
to diffuse ownership among small investors and thus enlist 
public opinion in support of Alcan. 

178th Congress, ist Session, House o Representatives, 
Hearings before the subcommittee of the Committee on 


Appropriations on the Interior Department Appropriation 
Bill for 1944, Part 1, Washington, 1944, pp. 359-64, 
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conflict over the issue of eventual re- 
capture of southern hydro-projects. The 
Government of the United States re- 
tains no title to. the plant it has brought 
into being through financial contribu- 
tions. This runs counter to the practice 
of the Defense Plants Corporation, in- 
strument of federal financing of wartime 
industrial investment within our borders. 
(The Metals Reserve Company, which 
negotiated the Canadian contracts for 
the United States, is, like the DPC, a 
subsidiary of the Reconstruction Fi- 
nance Corporation.) 

The lack of control retained by the 
United States is incongruous with the 
acknowledged fact, foreseen by Rickey in 
1925, that the future of Shipshaw affects 
vitally the stake of this nation in the St. 
Lawrence River, as well as other public 
power projects. 

Shipshaw—A Blow to Public Power. 
Meanwhile, construction of public pro- 
jects and transmission lines in the United 
States was curtailed by the Office of 
Production Management and by the 
War Production Board on grounds that 
a shortage of essential materials and 
generators prevented their completion. 
Four million kilowatts scheduled for 
utilization in 1944 or later were can- 
celled, about half of this amount being 
public construction at Grand Coulee, 
TVA, Shasta and Keswick Dams in 
California, etc. 

Although about 500,000 horsepower in 
federal projects east of the 100th meridian 
was halted, it was the blow to western 
public power that was most keenly felt. 
Over 1,000,000 horsepower in western 
projects previously authorized by Con- 
gress were suspended by the WPB. 
These states are aware that their in- 
dustrial future is closely bound to 
the provision of cheap power. The 


82 PM, March 22, 1943. 
88 McDiarmid doc. cit., p. 555. 
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location of more war production in the 
west has been urged by western spokes- 
man in Congress as the prelude to post- 
war growth of the Pacific producing 
area. Furthermore, western projects 
were linked with broad programs for 
aircraft production and for flood control, 
reclamation, and irrigation—all leading 
towards greater food productions on the 
Pacific coast—and to wartime electro- 
metallurgical industries. * 

Advocates of public power fear the 
postwar consequences of the grant of 
financial resources to Shipshaw. Free of 
all capital charges for interest and 
amortization on 60% of its cost, Ship- 
shaw will be able to undersell public 
power in Ontario and to export power 
to the United States. Production costs 
at Shipshaw are estimated at 1-2 mills 
per kilowatt hour, inclusive of capital 
charges and a profit margin.** The 
possibility exists that Shipshaw’s cost 
advantage may hinder public interna- 
tional development of the St. Lawrence 
River insofar as overlapping markets 
of the two power-producing areas make 
it more difficult to utilize both systems 
fully. The location of new industries in 
Canada as a result of our federal sub- 
sidy will be a poor recompense for the 
financial contribution of Americans, es- 
pecially as such industries are expected 
to be specifically competitive with those 
that New York and other states hoped 
to attract by public power development 
and abundant native resources. *4 

The secrecy surrounding the Shipshaw 
project and its financial basis, although 
dissipated in the spring of 1943, has 
naturally given rise to speculation as to 
the way in which negotiations were con- 
ducted. Minister Howe denied that the 
Canadian Legation (afterwards elevated 
to Embassy) in Washington participated 
in the negotiations. M. J. Coldwell, presi- 


8 Leg. Doc. No. 89, p. 20. 
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dent of the Cooperative Commonwealth 
Federation, found the denial “‘very diffi- 
cult to believe.”*> As Coldwell pointed 
out, Leighton McCarthy, appointed 
Canadian Minister to the United States 
in February 1941 and later raised to Am- 
bassador, is a vice-president and director 
of Alted. Until January 1943 he was a 
vice-president and director of Alcan 
also. He was replaced in the latter 
offices by J. F. Van-Lane, secretary of 
McCarthy and McCarthy, the Ambas- 
sador’s Toronto law firm. For almost 30 
years Leighton McCarthy was counsel 
for Alcan. He was also vice-president 
and director of the Saguenay Power 
Company, Alcoa’s old subsidiary in the 
Shipshaw-Arvida area. 5° 


Power and Postwar Policy 


Because of low power and labor costs, 
Shipshaw will be in an advantageous 
position to meet competition from any 
DPC aluminum plants in the United 
States which might fall into independent 
hands after the war. Alcan will indeed 
be able to lead the world in aluminum 
production. With the aid of the cheap 
Saguenay power Alcan, it is predicted, 
will cut aluminum prices below those of 
copper, and aluminum will replace 
gold as the chief item in the Canadian 
balance of payments.°7 While this 
potential development would be a boon 
to aluminum users the world over, it 
might remain merely potential, or at 
least might not be brought to full 
realization for some time, if Alcan should 
be able to take a leading part in forming 
a new world cartel. 


8 House of Commons Debates, May 14, 1943, p. 2727. 


‘6 Jéid.. and PM, May 16 and 19, 1943. One of Mc- 
Carthy’s activities 1921-6 was lobbying on behalf of the 
Frontier Corporation, Alcoa’s spearhead until 1929 in the 
drive for private exploitation of St. Lawrence power. His 
work included personal conferences with Canadian Premier 
Mackenzie King, officials of the Province of Ontario, mem- 
bers of the Canadian Parliament and of the Canadian gov- 
ernment. His fee for these efforts to secure special privileges 
for Alcoa and to obstruct government power projects, 
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As the Canadian northland is opened 
to development by the Alaskan high- 
way and by air transport, the terms 
on which this “last great frontier of 
North America” is opened become sig- 
nificant. Two principles compete for 
selection: Shipshaw, representing public 
subsidy for uncontrolled private exploita- 
tion, akin to early American railroading; 
and TVA, standing for public enterprise 
in power for the benefit of consuming 
industries and households. So far the 
Shipshaw principle has won out. For 
Canada this means acquiescence in a pol- 
icy of private use of natural resources 
with much of the distributed portion of 
corporate earnings drained off to leading 
Alcoa-Alted stockholders in the United 
States. This situation will not promote 
good Canadian-American relations. Rep- 
resentative John M. Coffee of Washing- 
ton has asked why, if it was necessary for 
the United States to subsidize Canadian 
power, “‘we didn’t make it a gift to the 
good people of Canada, and not to the 
aluminum trust which has done its best 
for two generations to stifle power de- 
velopment on both sides of the American- 
Canadian Border?” 5’ 

Power is so important in the making of 
light metals that aluminum monopolies 
the world over will be severely threatened 
by the opening of new power sources 
outside their control. Switzerland, al- 
though devoid of bauxite, gained early 
pre-eminence in aluminum production 
through plentiful and intensely developed 
power resources. India bids fair to be 
the future example of the essential rela- 
tion of cheap developed power to effi- 
totalled $18,686.34. 70th Congress, ist Session, Sen. Doc. 
92, Part 72, Utility Corporations, letters from the Chairman of 
the Federal Trade Commission transmitting, in response to 
Sen. Res. No. 83, a monthly report on the electric power 
and gas utilities inquiry together with exhibits in response to 
S. Res. No. 112, No. 72, Niagara Hudson Power Corp. and 
American Gas & Electrie Co., group, filed with Secretary 
of Senate December 18, 1934, Washington, 1935, p. 180. 


8? McDiarmid, loc. cit., p. 557. 
88 PM, March 17 and 28, 1943. 
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cient aluminum manufacture, especially 
as she possesses ample bauxite to sup- 
port a light metals industry. Other 
bauxite sources may repatriate their 
aluminum industries on the basis of 
domestic energy. Assistance is already 
granted to the American aluminum 
industry by the supply of low-priced 
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power through government-built power 
projects. Aluminum production may 
well depend in increasing proportions 
on this type of aid. Government power 
projects to supply independent aluminum 
producers in the United States and 
elsewhere may provide a partial answer 
to the problem of aluminum monopoly. 
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Federal Aid for Urban Land Acquisition 
By ROGER S. NELSON* 


ROPOSALS for federal aid to assist 

cities in the purchase of land have 
been receiving increasing attention in 
recent months. While such programs 
usually would permit the purchase of 
either slum and blighted land for re- 
development or vacant land for develop- 
ment, advocates have centered their 
attention on the acquisition and re- 
building of deteriorated areas. The land 
would be made available for housing and 
other uses called for by the area’s 
master plan. This article is concerned 
with those aspects of the proposals 
which relate to housing. 

The main argument advanced in favor 
of federal aid for land purchase is that 
it would facilitate the redevelopment of 
slum and blighted districts. However, 
little evidence has been offered to indi- 
cate what volume of rebuilding would 
result. . Slight consideration has been 
given to the effects of the program for the 
attainment of other important housing 
objectives. 

After the main proposals have been 
described briefly, an analysis will be 
made of the effects which federal aid for 
land acquisition would, in general, have 
on the attainment of the following hous- 
ing objectives: (1) the elimination of 
existing and the prevention of future 
slums and blight; (2) the erection of 
adequate dwelling quarters to be made 

* On the staff of Bureau of Budget, Washington, D. C. 
(Now in the armed forces.) Opinions expressed in this article 


are those of the author and do not reflect an official view- 
point of the Bureau of the Budget. 

1The Urban Land Institute’s proposal was presented 
in its brochure, Outline For A Legislative Program To Rebuild 
Our Cities, and the Hansen-Greer program was summarized 
in Urban Redevelopment and Housing, a pamphlet of the Na- 
tional Planning Association. The broad outlines of a 


Federal loan program were also sketched in the FHA’s A 
Handbook on Urban Redevelopment for Cities in the United States, 
esp. p. 103, paragraph 362. In addition, the American 


available for all families; and (3) the 
maintenance of a sufficiently high rate 
of housing construction. Then the com- 
parative effectiveness of specific pro- 
posals will be analyzed, and _ finally 
other results of the various plans will be 
considered. 


Summary of Main Proposals 


Four main types of proposals have 
been made for federal financial aid to 
localities in financing the acquisition of 
land. 

The first type to gain considerable 
attention involves federal loans or ad- 
vances to the localities. Proposals of this 
sort have been offered by the Urban 
Land Institute and by Alvin H. Hansen 
and Guy Greer.! That part of the land 
to be made available for housing and 
similar private uses would be sold or 
leased at prices which the buyer or 
lessee could afford to pay on the basis of 
prospective earnings from the prescribed 
use of the land. The net receipts of the 
local land agency from all of its projects 
would be used first for the payment of 
interest on the federal funds, with the 
remainder to be for the repayment of the 
principal. If receipts were insufficient to 
repay it, or if the rate charged for the 
use of the funds is less than that paid by 
the Treasury, the federal government 
would bear the loss.2- The possibility of 





Institute of Architects’ Committee on Urban Land Use has 
prepared a program which in general is similar to that out- 
lined by FHA. (‘Report of the Committee on Land Use,” 
Octagon, December 1941, pp. 15-20). Frederic A. Delano 
had suggested earlier that the federal government might 
pay a part of the cost of land acquisition by cities provided 
that they require sound neighborhood development. 
(“To Meet the Housing Needs of the Lower Income Groups,” 
American City, January 1937, pp. 45-48.) 

2 No indication as to the losses which would be involved is 
offered by the sponsors. Hansen and Greer say simply that 

(Footnote 2 continued on page 126) 
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a loss of part of the capital funds is re- 
duced if not eliminated under the re- 
vised Thomas bill which provides that 
the advance shall have no specific term, 
but that interest and principal pay- 
ments shall continue to be made until 
the funds are repaid in full. A loss to the 
government might still occur through 
charging an interest rate of one per 
‘ent. 

With the failure of proposed legisla- 
tion incorporating the Hansen-Greer 
and Urban Land Institute programs to 
gain Congressional attention and sup- 
port, alternative programs have been 
formulated.‘ One alternative proposal 
was drawn up by Herbert U. Nelson, 
Executive Vice-President of the Na- 
tional Association of Real Estate Boards, 
and approved in principle by its Realtors’ 
Washington Conference. Under this 
plan, federal aid would be offered in the 
form of income tax reductions. The 
interest on local land authority obliga- 
tions issued to finance the purchase of 
land would be exempt from the federal 
income tax. In addition, investments in 
these obligations would be allowable as 
a deduction in computing net taxable 
income for the year in which the in- 
vesument occurred. A_ program for 
federal guarantee of the principal and 
interest on local obligations issued to 
finance land acquisition was formulated 
by a group of experts appointed by the 
National Committee on Housing. A 

(Footnote 2 continued from page 125) 

‘©... in the long run, the federal government might be 
compelled to assume a considerable part of the burden of 
paying for the past errors of the cities and towns.” (op. 
cit., p. 6). The Urban Land Institute’s brochure does not 
indicate clearly that losses would occur for the federal 
government. The local land commission would have the 
right to sell property at a loss, but there is no indication as 
to who would make good such losses. The FHA program 
(op. cit., p. 103) suggests that the aid to cities in financing 
land acquisition might be in the form of loans at Jow interest 
rates but with no subsidy. It points out that study might 
be given to the possibilities of ““mortgage yield insurance” 
to aid in obtaining funds cheaply. 


* The proposed rate of one per cent is less than that paid 
by the Treasury on bonds. The funds might be obtained at 
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fourth plan, developed by another com- 
mittee of experts, would combine the 
guarantee arrangement with an out- 
right subsidy, which would be paid by 
the federal and local governments joint- 
ly.5 

To facilitate the analysis which fol- 
lows, the four types, or plans of federal 
aid programs will be labelled, in the 
order in which they were summarized 
above, the loan-loss, tax exemption, guar- 
antee, and guarantee-grant proposals. 


Federal Aid and Housing Objectives 


The nature of.the assistance which 
federal aid for land purchase will have 
for the attainment of housing objectives 
depends on whether the program in- 
volves the acquisition of slum and 
blighted land for redevelopment or of 
vacant areas for development. 

As a basis for the evaluation of the 
effects of federal aid for acquisition of 
deteriorated areas in assisting in the 
attainment of housing objectives, the 
rentals which would need to be charged 
under a substantial aid program and 
the potential market for such housing 
will be examined. 

(A). Necessary Rentals and Potential 
Market. Only one estimate is available 
of the total fraction of existing slums 
and blight which would be cleared with 
a program for aid in land acquisition. 
This estimate, presented by Mrs. Doro- 
thy Rosenman and apparently backed 
an average rate of one per cent or less, however, through the 
issuance of Treasury notes or bills provided interest rates 


do not rise before the localities repay the advance. 


*The Hansen-Greer proposal was incorporated in S. 
953, 78th Congress, ist session, introduced by Senator 
Thomas of Utah on April 2, 1943. The ULI plan was pre- 
sented in S. 1163, 78th Congress, ist session, introduced on 
June 4, 1943, by Senator Wagner of New York at the re- 
quest of the Institute. 

5 On the basis of expected benefits from urban redevelop- 
ment including increases in local tax revenues, it is main- 
tained that cities could probably afford to pay their share 
of the grant. For example, Alvin H. Hansen expresses this 
view in a speech at a recent conference called by the Na- 
tional Committee on Housing. (Proceedings of the National 
Conference on Postwar Housing, p. 40.) 
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withflittle if any supporting evidence, 
indicated that from one-half to three- 
fourths of present slum and _ blighted 
areas could be rebuilt under a guarantee 
program. ° 

Several surveys have been made of the 
rentals which would be necessary on 
new housing in specific slum and blighted 
areas. Rentals would be so high, even 
with substantial governmental aid in 
land acquisition, that the housing would 
be beyond the reach of low-income resi- 
dents of deteriorated districts, while 
only a small market for such housing 
would exist among families with larger 
incomes. 

For example, one study involving a 
deteriorated Milwaukee area indicated 
that an average rental of $49.50 would 
be necessary if it were redeveloped 
along the lines of the Urban Land In- 
stitute’s proposal.’? The land would be 
paid for over ninety-nine years with a 
two per cent interest-amortization cost. 
In contrast, in 1940 less than 8 per cent 
of the people of Milwaukee were paying 
rentals of $50 or more, most of them al- 
ready adequately housed in other parts 
of the city.* If land costs on the pro- 
posed Milwaukee project were paid in 
full by the federal Treasury, the average 
monthly family rental could be reduced 
from $49.50 to $47.28, still in excess of 
the amount which most Milwaukee 
families can afford. 

A project for the District of Columbia, 
which would involve governmental ab- 
sorption of more than 70 per cent of 
the costs of acquiring the land, would 
necessitate shelter rents of $35, or total 

6 New York Times, March 8, 1944, p. 24. 

7Walter J. Mattison, “Proposed Rehabilitation of a 
Blighted Area in Milwaukee,” Urban Land, April 1944, p.4. 

® Unless other sources are cited, data for rentals in this 
and subsequent paragraphs are from the U. S. Census, 1940, 
Housing, General Characteristics, part I, p. 150-151. 

* The plan was presented by Monroe Warren of the Home 
Builders’ Association of Metropolitan Washington.  (In- 


vestigation of the Program of the National Capital Housing Au- 
thority, hearings before a subcommittee of the Committee on 
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rents of $42.50 including utilities, for 
two-bedroom apartments.® Census data 
for 1940 for incomes of families in the 
District showed, however, that three- 
fourths of the families now living in sub- 
standard housing cannot afford to pay 
the minimum rentals proposed for the 
project.'° More than 80 per cent of the 
families living in the specific area in- 
volved paid in 1944 lower rents than 
would be charged for the new housing. !! 

A number of other estimates of the 
rentals which would need to be charged 
on new housing in slum and blighted 
areas are available. Since these esti- 
mates have not assumed governmental 
aid for land acquisition it is necessary 
to revise them to fit a situation in which 
substantial federal financial assistance 
is granted. Three of these estimates 
were made by the Chicago Plan Com- 
mission for deteriorated Chicago areas. 
With land costs amortized over 20 years 
and an interest rate 4.75 per cent, aver- 
age rentals per dwelling unit would 
range from $63.00 to $68.60.2 If 
federal aid were so generous as to in- 
volve no interest costs and to make pos- 
sible amortization of land costs over 99 
years, the necessary average rentals 
would be from about $55 to $62.75. If 
all of the costs of land were borne by the 
federal government, rentals of $54 to 
$62 would be required. In contrast, only 
about 15 per cent of the tenants of 
Chicago rental housing were paying 
rents of $50 or more in 1940. 

A survey by the Boston City Planning 
Board indicated that rents of from $35 to 
$55 would be necessary to make the re- 
the District of Columbia, U. S. Senate, 78th Congress, 
2nd session, Part 3, pp. 558-609). Acquisition costs of the 
land and present structure would be more than $229,000, 
the assessed value of the property, while it would be sold 
to a private builder for $66,000 under one plan and $63,000 
under another. 

10 Statement by John H. Ihider, ibid., Part 4, p. 1090. 

" [bid., Part 3, pp. 594-5. 


12 Rebuilding Old Chicago, p. 22. The average number of 
rooms per dwelling unit ranged from 2.75 to 3.75. 
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development of a sample slum area 
self-liquidating.'* This study was made 
on the basis that financing the land, as 
well as buildings, would involve an 
interest of 3 per cent and an amor- 
tization period of 37.7 years. If aid 
equivalent to a reduction of the interest 
rate to zero and a lengthening of the 
amortization period to 99 years were 
granted, rentals could be reduced so 
that their range would be from $31.28 
to $49.10. If all of the land costs were 
absorbed by the federal government the 
rental range would be from $30.29 to 
$47.60. Rents would still be much 
higher than can be paid by most of the 
families now living in the area. In the 
Census tract which included the sample 
slum area, average monthly rentals 
were $15.71 per family unit, with only 
1.4 per cent of the dwellings renting for 
$25 or more.'* About one-fifth of the 
families in Boston paid a rent of $40 
or more in 1940. 


A program for the redevelopment of a 
55-block deteriorated area in downtown 


Detroit would involve an _ average 
monthly rental of $70.22 for three-room 
apartments and $117.20 for five-room 
row houses under the assumption that 
land and other capital costs are amor- 
tized over 50 years, the interest rate is 
4 per cent and a mortgage insurance fee 
of .5 per cent is charged.'> With federal 
aid sufficient to eliminate or offset all 
interest and mortgage insurance costs 
on the land, rentals would be reduced to 
$67.97 on three-room apartments and 
to $113.45 on five-room houses. If the 
federal government absorbed all land 
costs the rentals would be $67.41 and 
$112.51. With all land costs borne by 
the federal government, rentals would 
still be in excess of rents which a great 
majority of Detroit families can afford 


18 Rehabilitation in Boston, vol. I1., p. 39. With the proposed 
rental schedule a small profit would be made by the Re- 
development Corporation. 


and much higher than present inhabi- 
tants of the area can pay. For example, 
in 1940 only about 4 per cent of the 
tenants in Detroit were paying rents of 
$60 or more. More than 90 per cent of 
the families in the slum area in 1938 
paid rentals of $39 or less.'6 

It is to be recognized that most of the 
estimates which have been presented for 
rentals on new housing in redevelopment 
areas assume that the housing will be 
built for families above the lowest in- 
come groups. ‘Therefore, it is possible 
that savings in rents could be obtained 
in some cases through less expensive 
construction and fewer services to tenants 
if housing were built instead for poorer 
families. Available evidence indicates 
that rentals of at least $35 to $40 are 
necessary in most urban areas to pay: for 
adequate new housing meeting building 
code requirements. 

The substantial differentials existing 
between rentals and ability of families 
to pay for housing suggest two conclu- 
sions: (1) Federal aid in land acquisition 
would not in itself be sufficient to place 
new housing in present slum and blighted 
areas within the reach of most low-in- 
come families now living in these dis- 
tricts and (2) with the rentals necessary 
under current proposals only a small 
market would exist for the housing 
among other families with larger in- 
comes so that only a limited amount of 
rebuilding could be stimulated as a 
result of Federal financial assistance in 
land purchase. 

(B) Aid in Attaining Housing Objectives. 
To be considered first are the effects for 
the attainment of housing objectives 
which would be involved whenever a 
slum or blighted district is purchased 
and redeveloped for families who can 

“4 [bid., p. 18. 

15 Planning, 1943, Proceedings of the Annual Meeting of 


the American Society of Planning Officials, p. 143. 
16 Ibid., p. 138. 
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pay the full rentals which would be in- 
volved under current proposals. For 
one thing, it is unlikely that on-balance 
construction would be stimulated ap- 
preciably since new construction in the 
redevelopment district would in the 
main take the place of building activity 
which would otherwise have occurred in 
other parts of the metropolitan area. 
As a result, the problem of making avail- 
able an adequate supply of dwelling 
units would not be reduced. While 
satisfactory structures would replace un- 
fit dwellings, the total number of units 
would not be increased to any great 
extent.!7. The difficulties of low income 
families in finding adequate housing 
within their means would in fact be in- 
creased since the number of low-rent 
dwellings would be reduced and a 
larger number of families would be 
seeking to rent those remaining. 

To protect present residents, legisla- 
tion creating the program might require 


that “adequate” or at least equivalent 
housing be assured residents before exist- 
ing structures are torn down. If present 
residents are assured of at least equivalent 


housing, however, the difficulties of 
stimulating redevelopment will be in- 
creased. Furnishing housing to these 
families in the rebuilt area will some- 
times necessitate lower rents than could 
otherwise be charged and the alterna- 
tive of supplying them with housing 
elsewhere might also be costly. It has 
been estimated that providing suitable 
dwelling quarters at the expense of the 
project would easily add from i5 to 30 
per cent to the cost of acquisition. !* 
Thus far consideration has been given 
to the aid toward housing objectives 
which would occur with federal aid for 
land acquisition offered in_ isolation. 
17In fact the total may be decreased if the density of 
housing in the area is initially above the most desirable level. 


18 American Cities After the War.—A Plan for the Elimination 
of Blighted Areas, a report of the committee on Postwar 
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Federal assistance in land purchase 
might, however, be combined with a 
program for Treasury subsidies to re- 
duce rents further. Sponsors of proposals 
for federal aid for land acquisition have 
sometimes indicated that the two types 
of aid might be combined but have not 
as yet developed and advanced a com- 
prehensive, consolidated program. For 
example, in a statement in 1941 the 
Urban Land Institute suggested that 
provisions for low-cost housing may be 
required in some plans for redevelop- 
ment of blighted areas.'® The Institute 
added that families not able to pay 
economic rents for it would be given 
public rent aid. A later, somewhat more 
detailed statement of the Urban Land 
Institute’s proposal included no_pro- 
vision for furnishing homes to present 
residents of deteriorated areas either 
during the period of redevelopment or 
afterwards.?° 

Sponsors of the tax-exemption proposal 
advocate that interest on obligations to 
finance low rent housing in the redevelop- 
ment area also be exempt from the 
federal income tax and that future in- 
vestments in such housing should be a 
deductible item in computing net in- 
come. In their pamphlet outlining a 
suggested loan program, Hansen and 
Greer say nothing specifically about 
using federal aid to rehouse present 
inhabitants of slum and blighted areas. 
The only indirect indication offered of 
their view is that the land would be 
used “ to the best interest of the 
whole urban community, as indicated 
by the master plan.” To do so, housing 
subsidies may in some’ situations be 
necessary in addition to aid in land 
acquisition. 


Planning to the National Institute of Municipal Law 
Officers, p. 15. 

19 A Proposal for Rebuilding Blighted City Areas, p. 6. 

20 Outline for a Legislative Program to Rebuild our Cities. 
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The aid toward housing objectives 
will be increased substantially if financial 
assistance in land acquisition is com- 
bined with a program of housing sub- 
sidies to reduce rents. If additional aid 
is given, the market for housing will be 
increased and a greater volume of re- 
development will be possible. In addi- 
tion, if the housing in the redevelopment 
area is supplied to low income families 
who could not otherwise have obtained 
adequate housing, a much greater stimu- 
lus to construction will occur. Building 
activity elsewhere will not be retarded 
since the market for housing for middle- 
and upper-income families in other parts 
of the metropolitan area will be main- 
tained. Positive aid will also be fur- 
nished toward making available an 
adequate supply of housing because the 
total number of satisfactory dwelling 
units will be larger than with aid for 
land acquisition in isolation, and the 
financial problems of low-income fami- 
lies in acquiring suitable housing will be 
reduced. While a program combining 
aid for land acquisition and housing 
subsidies would offer aid in attaining 
housing objectives, an equivalent total 
volume of federal aid which does not 
involve the acquisition and redevelop- 
ment of expensive slum and _ blighted 
land may sometimes be even more de- 
sirable. 


Land Purchase Programs Involving Vacant 
Land 


Proposals for federal aid for land 
acquisition usually would permit the 
acquisition of vacant land for develop- 
ment, but as yet little consideration has 
been given by sponsors to this part of 
their program. 

(1). Maintaining Construction and Making 
Available Adequate Supply of Housing. Two 
types of aid toward both of these objec- 
tives would be offered by a program of 
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federal aid for the purchase of vacant 
land. For one thing, reducing the costs of 
financing land would make _ possible 
lower annual costs on housing projects. 
In addition, by indirectly stimulating 
the development of the use of the power 
of eminent domain to obtain vacant 
land which is desirable but not other- 
wise obtainable for housing, construc- 
tion and an increased supply of housing 
would also tend to be stimulated. 

It is to be recognized that the saving 
in annual costs on housing developments 
which is made possible with federal aid 
for the acquisition of vacant land is not 
particularly large. For example, if in a 
situation in which the cost of land is one- 
fifth of the initial capital cost, the inter- 
est rate on land is reduced from 4.5 per 
cent to zero and the amortization period 
is increased from 25 to 100 years, 
monthly interest and principal payments 
on the entire capital cost would be re- 
duced by about 17 per cent. 

(2) Avoiding Future Slums and Blight. A 
program of federal aid for the purchase 
of and development of vacant land 
would aid in preventing the future 
development of slums and blight. The 
acquisition of a substantial block of 
land by a metropolitan land agency in- 
volves greater possibilities for the sound 
development of the area than does the 
acquisition and development of indi- 
vidual parcels of it by a number of in- 
dependent property owners. While it is 
true that zoning offers potentialities for 
bringing about a desirable pattern for 
the area, the government’s controls over 
the use of the land would obviously be 
more direct and powerful if it acquired 
title to the property. 


Relative Effectiveness of Alternative Proposals 


The various types of federal aid which 
have been advocated differ substantially 
both in the total volume of develop- 
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ment or redevelopment which they would 
stimulate and in their relative efficiency 
per dollar of federal expenditures. 


(A) Total Stimulus. If offered only 
when a reasonably sound expectation 
of repayment exists, a guarantee of 
local obligations would in general bring 
about a smaller increase in construction 
than would the other proposals. The 
volume which can be stimulated will be 
definitely less with such a guarantee 
program than with a loan-loss or guar- 
antee-grant program in which the gov- 
ernment bears as large a fraction of the 
costs as is necessary to bring about 
building or rebuilding. 

Whether a greater amount can be 
brought about with a guarantee than 
with a tax-exemption program will de- 
pend to a large extent on the credit 
rating of the locality. If it is in a sound 
financial position so that it can float 
securities at an interest rate not greatly 
above that necessary on comparable 
federal offerings, the tax-exemption plan 
would be likely to maké possible lower 
interest rates and a larger amount of 
renovation than would a federal guar- 
antee of local obligations.?! 


The relative volume of building or 
rebuilding which could be brought about 
under the tax-exemption, loan-loss, and 
guarantee-grant policies depends on the 
amount of losses o1 grants permitted 
under the latter two programs. Since the 
financial assistance possible under a 
tax-exemption plan is limited while an 
unlimited amount could be made available 
under a loan-loss or guarantee-grant 
arrangement, these two programs offer 


21 Sponsors of the tax-exemption program have stated 
that under it the rate of interest and amortization might 
perhaps be less than 1.5 per cent. (“Redevelopment by 
Incentive Taxation,” an editorial in Headlines, weekly 
publication of the National Association of Real Estate 
Boards, February 28, 1944, p. 2). With the loan amortized 
over 99 years an average of about one per cent of the 1.5 
per cent would be for the repayment of principal, and the 
remainder would be for interest. 
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possibilities for bringing about a greater 
volume of housing construction than does 
a-tax-exemption arrangement. 

(B) Relative Efficiency. The decision as 
to the relative efficiency of the various 
programs, with efficiency defined as the 
relative volume of building or rebuild- 
ing which could be stimulated per dollar 
of federal outlays, depends chiefly on two 
factors. These are the comparative 
effectiveness of federal loans and guar- 
antees in reducing the interest rate and 
the relative costs to the Treasury of tax- 
exemption and of other forms of sub- 
sidies. 

In the past federal securities which are 
direct Treasury obligations have been 
floated at lower rates than otherwise 
comparable securities issued by federal 
agencies and guaranteed by the Treas- 
ury.??. Local issues with a federal guar- 
antce can reasonably be expected to 
suffer a similar disadvantage. Accord- 
ingly, a policy involving direct federal 
loans would be likely to be more efficient 
in stimulating redevelopment than would 
a guarantee of local issues. 

Tax exemption is an inefficient type of 
subsidy since the loss in tax revenue will 
exceed the payment which would other- 
wise be necessary to secure an identical 
reduction in the cost of obtaining funds. ?* 
This fact can be demonstrated by a 
comparison of the rate of loss in tax 
revenue to the Treasury from securities 
which are tax exempt and the reduction 
in the interest rate which exemption 
makes possible. 

A survey by the United States Treas- 
ury Department indicates that at the 

23 See, for example, the statement to the press by Secretary 
of the Treasury Henry Morganthau, Jr., appearing in the 
Washington Post, October 17, 1941. 

23It might be maintained that no loss of tax revenue 
results with tax-exemption if the investment and resulting 
earnings would not otherwise occur. The investment could 
be brought about by other forms of subsidy, however, and 
the question is one of whether these measures involving no 


tax exemption may not be less costly than the exemption 
arrangement. 
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1941 level of tax rates, and with the 1942 
levels of business, the government would 
lose $184 million in revenue annually 
on the $20 billion of tax-exempt state 
and local securities which were outstand- 
ing in 1941.% The rate of loss to the 
Treasury per dollar of these obligations 
outstanding was, therefore, about 0.90 
per cent. 

In general, estimates of the differential 
in the interest rate existing with tax 
exemption have ranged from about 
0.25 to 0.70 per cent on medium- and 
long-term bonds.?*> On the basis that the 
reduction in the rate of interest with tax 
exemption has been 0.70 per cent or less 
while the loss in federal tax revenue has 
been about 0.90, it is apparent that the 
tax exemption is not an efficient type 
of subsidy.?® 

To conclude, a loan-loss form of 
federal aid is the most efficient type 
since it avoids the unnecessary interest 
outlays of a guarantee or a guarantee- 
grant program and the higher subsidy 
payment connected with the tax-ex- 
emption arrangement. 


Other Effects of Programs 


The four types of programs differ 
substantially with respect to the equity 
or inequity involved and in their effects 
on private investments, while they are 
alike in having an inflationary tendency. 

(A) Equity or Inequity. One of the re- 


24 Revenue Revision of 1942, Hearings before the Com- 
mittee on Ways and Means, U. S. House of Representa- 
tives, 74th Congress, Second Session, p. 3079. 

2s That various estimates made up to 1941 have been 
within the range of .25 to .60 per cent is indicated by Carl 
H. Chatters. (‘The Case Against Taxation of Govern- 
mental Securities,” The Annals of the American Academy 
of Political and Social Science, March 1941, p. 74.) The 
Treasury has estimated that the differential was, as of 
April 1, 1942, somewhere between .25 and .62 per cent. 
(op. at., p. 3, 105.) One of the highest estimates of the 
differential with tax exemption was 0.90 per cent which 
was presented by Harley L. Lutz. (Revenue Revision of 1942, 
Hearings before the Committee on Ways and Means, U. S. 
House of Representatives, 74th Congress, 2nd Session, 
Vol. 2, p. 1505.) This estimate appears to be too high for 
two reasons, as Paul Studenski has pointed out. (In “Bond 
Exemption—An Unjustified Subsidy to State and Local 
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sults of programs involving exemptions 
from federal income taxes is a weaken- 
ing of the progressivity of the rate struc- 
ture. The savings in taxes resulting from 
the purchase of tax-exempt securities 
will vary directly with the size of a 
person’s income. Differences in benefits 
resulting to individuals in various tax 
brackets can be shown in terms of the 
gross yield necessary on a fully taxable 
obligation necessary to make ‘it as at- 
tractive as a tax-exempt one per cent 
Urban Land Authority bond. Such 
information is presented in Table I. 
If the tax relaxation is limited to exempt- 
ing of interest on the securities from the 
federal income tax, as is likely with 
federal guaranty of local issues, the gross 
rate needed on a fully taxable security 
would be 1.25 per cent for individuals 
subject to a marginal tax rate of 20 per 
cent and 5 per cent on those subject to a 
marginal rate of 80 per cent. 

The differential in the gross yield 
necessary to make the securities equally 
attractive to individuals in various in- 
come brackets would be even greater 
if in addition to the exemption of inter- 
est from income taxes, investments in 
the obligations were allowable as a 
deductible item in computing net tax- 
able income, as is proposed by Her- 
bert U. Nelson of the National Asso- 
ciation of Real Estate Boards. The 


Borrowing,” Wartime Problems of State and Local Finance, a 
syraposium conducted by the Tax Institute, November 
27-28, 1942, pp. 103-4.) For one thing, the estimate, which 
was based on a comparison between the yields on selected 
high-grade state and local issues and certain high-grade 
corporate issues, failed to allow for the greater security 
offered by high quality state and local issues compared 
with high-grade corporate issues. It also took no account of 
the fact that high-grade state and local issues involve a 
greater differential in comparison with the corporate se- 
curities than do medium quality obligations of these gov- 
ernments. Mr. Studenski suggests that a lower differential, 
possibly 0.70 per cent, would be more appropriate as the 
average for the whole range of state and local issues. 

26 While this comparison is based on data for the period 
prior to heavy wartime tax rates, there appears to be no 
indication that during the war the relationship between the 
tax loss and interest rate differential has been reversed. 
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reason is that the fraction of current 
income which would as a result be 
available for the purchase of the se- 
curities instead of paying taxes, would be 
larger for individuals in the higher in- 
come brackets than for those in the 
lower brackets. The additional rate of 
return necessary to offset the financial 
advantages of the deductibility feature 
will accordingly also vary with the 
marginal tax rates effective.on individuals 
in different income groups. In other 


words, the greater the fraction of each 
marginal unit of income which would 
otherwise be paid in taxes, the greater 
the return which will be necessary on 
fully taxable issues in order to offset 
the advantage of purchasing securities 
which have the deductibility feature. 


Tasie I. Gross YIELD NEEDED on FuLLy Tax- 
ABLE IssuES TO MAKE THEM AS ATTRACTIVE 
As A 1 Per Cent Ursan Lanp Av- 
THORITY Bonp* 
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* Assuming that the obligations differ only in 
their tax-exemption provisions. 


** The marginal tax rate is defined as the 
highest which is applicable to any part of an in- 
dividual’s income. 


27 Relaxing such provisions gives a special benefit to some 
but not to all individuals in the same income group. For 
example, individuals receiving a given income mainly in 
the form of interest would be in a position to. benefit, while 
other people earning the same amount in the form of 
salaries or wages would not be able to do so. In addition 
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When an adjustment is made for the 
benefits of both the exemption of inter- 
est and the deduction from taxable 
income, the difference in gross yields 
necessary to make the two types of se- 
curities equally attractive for individuals 
in various income groups is greatly in- 
creased. As is indicated in the Table, 
the gross yield would have to be 1.6 per 
cent in the case of income subject to a 
20 per cent rate and 25.0 per cent on in- 
come subject to an 80 per cent marginal 
rate. 

If a reduction in the progressivity of 
income tax rates is held to be desirable 
rather than undesirable, a greater degree 
of equity can be obtained by changing 
the tax rates directly rather than by 
revising exemption privileges. ?’ 

As long as new federal issues remain 
fully taxable a loan-loss program would 
not involve the inequity which will 
exist with the tax-exemption proposal or 
with a guarantee arrangement which 
involves the issuance of tax-exempt obli- 
gations. 

(B) Effects on Other Investments. All 
four types of federal programs will have 
a tendency to retard other investments 
insofar as they increase their interest 
costs or decrease the incentive of in- 
dividuals and firms to take risks in 
equities. 

Programs involving tax exemption 
will have the greatest tendency to re- 
tard desirable, private risk-taking be- 
cause upper income groups, who can 
best afford to finance more risky enter- 
prises, will to a considerable extent pur- 
chase the new tax-exempt obligations 
instead. In contrast, a loan-loss or 
guarantee-grant program would to a 
to assuring greater equity among individuals in the same 
income level, changing the rates rather than relaxing other 
income tax provisions would also aid in facilitating a better 
distribution of the tax burden because the differences in the 


taxes levied on individuals in different income groups 
would be more clearly apparent and easier to adjust. 
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greater degree involve financing by in- 
surance companies, banks, and other 
institutions whose authority to invest is 
limited to relatively safe forms of obliga- 
tions. Upper income individuals would 
have a greater tendency to seek other 
outlets for their funds. The volume of 
investments which may afford possi- 
bilities for economic expansion would 
accordingly be less with tax-exemption 
than with federal loans. 

Through differences in their effects 
on the federal debt, the four programs 
also may differ in their effects on other 
investments. Since the guarantee and 
tax-exemption arrangements do not in- 
volve an immediate sharp increase in 
the federal debt, they will have a smaller 
tendency for a depressing effect on pri- 
vate investment than will federal loans 
if individuals and business firms pay 
more attention to the direct federal debt 
than to the total volume of debt of all 
governments and are concerned about 
the size of the federal total. 

(C) Inflationary Tendency. All four types 
of proposals would give present owners 
of the land large amounts of liquid funds 
in exchange for their property. Since 
these individuals and firms are accus- 
tomed to investments in real property 
they are likely to invest a considerable 
part of these funds in other land or 
structures. The danger already exists 
that in the war and immediate postwar 
period a sharp inflation in prices of 
these assets will take place. If financed 
with funds that would otherwise have 
been idle, government purchase and 
retention of land for urban development 
or redevelopment would aggravate the 
problem by leading to an_ increased 
demand for the smaller total supply of 
such assets remaining for private owner- 
ship. The possibility that a land ac- 
quisition program may increase any 
upward pressure of prices of, capital 


assets indicates a need for care in the 
timing of such a program. 


Summary and Conclusions 


The four main types of programs which 
have been proposed for federal aid to 
localities in financing land acquisition 
are (1) federal loans and losses, (2) 
exemption of interest on local land 
authority obligations from federal in- 
come taxes and allowing them as a 
deductible item in computing net tax- 
able income, (3) guarantee of local 
obligations, and (4) a guarantee of local 
issues plus an outright federal grant. 

The nature and extent of the aid which 
programs for federal aid for land ac- 
quisition would in general furnish for 
the attainment of housing objectives de- 
pends to #considerable degree on whether 
slum and blighted land is acquired for 
redevelopment or vacant land is pur- 
chased for development. 

The purchase and redevelopment of 
slum and blighted areas would, in the 
absence of housing subsidies in addition 
to aid in land acquisition, involve rela- 
tively high rentals and supplying hous- 
ing for middle and upper income fami- 
lies who would otherwise have furnished 
a market for housing in other parts of 
the city. Accordingly, no substantial 
net stimulus to construction would exist, 
while the problem of making available 
adequate housing for low income fami- 
lies would be aggravated. The main 
advantage of such a redevelopment pro- 
gram is that it would reduce somewhat 
the extent of existing slum and blighted 
areas. If a policy of federal aid in ac- 
quiring slum and blighted land were 
combined with substantial housing sub- 
sidies the new housing could be made 
available to low income families and a 
strong, positive net stimulus would be 
given to housing construction. Federal 
assistance might, however, sometimes 
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be more advantageously used to build 
housing on less expensive land. 

A program of federal aid for the ac- 
quisition and development of vacant 
land would aid somewhat in stimulating 
construction by making the land avail- 
able on more favorable terms and by 
facilitating, through the exercise of the 
condemnation power, the use of land 
for housing which might otherwise be 
held idle in the hopes of speculative 
gains. By stimulating construction the 
program would aid in making adequate 
housing available to a larger number of 
families. The program would also 
facilitate sound planning for develop- 
ment and thus retard the future growth 
of slums and blight in the area. 

The four types of federal aid programs 
differ both in the total volume of develop- 
ment or redevelopment which they 
would stimulate and in their relative 
efficiency in relation to their costs. A 
loan-loss or guarantee-grant program 
involving a large federal subsidy would 
make possible a greater volume than 
would the tax-exemption plan. In turn, 
the total possible with tax exemption 
would in general be greater than with a 
guarantee program which does not in- 
volve the expectation of large losses. 
The volume of rebuilding which would 
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be brought about per dollar of federal 
expenditures will be larger with a loan- 
loss plan than with the other types. The 
reasons are that federal loans make pos- 
sible lower interest rates than federal 
guarantees and are less costly to the 
Treasury than are programs involving 
tax exemption. Losses in income tax 
revenue to the Treasury with tax ex- 
emption exceed the savings resulting in 
interest costs. 

Proposals involving tax exemption 
will result in a greater degree of inequity 
than will other programs. Tax exemption 
plans will reduce the progressiveness of 
the present schedule of income tax 
rates. If present rates are held to be too 
progressive, greater equity could be 
attained by changing the rates themselves 
than by easing exemption and deduction 
provisions. All four programs may tend 
to retard other investments by increas- 
ing the interest costs which may be in- 
volved and reducing the incentive to 
acquire equities. Tax exemption pro- 
grams would be the most undesirable 
since they would retard investments in 
risky ventures by individuals best able 
to assume these risks. All four programs 
would have a tendency to increase the 
possibility of an inflation in capital 
values. 





Wanted: One Responsible Administration for the 
Greater Central Valley Project of California 
By ARTHUR D. ANGEL* 


DMINISTRATION of the Central 

Valley Project of California is com- 
plicated by the existence of a state 
authority which claims an interest in 
the Project, by dependence upon a 
private utility for marketing Project 
power, and by bifurcation of federal 
functions between the Department of the 
Interior, which is constructing the in- 
itial unit of the regional program, and 
the War Department’s Corps of En- 
gineers, which has recently been au- 
thorized to construct certain other mul- 
tiple-purpose features. It is the purpose 
of this study briefly to suggest the major 
contours of conflicts in administrative 
policies which these divisions and limi- 
tations upon administrative authority 
entail. As a framework of reference, 
the broader aspect of the Central Val- 
ley’s water and power problems are, 
however, deserving of introductory con- 
sideration. 


Water and Power Problems 


Comparing favorably with the region 
served by the Tennessee Valley Au- 
thority, the Central Valley of California 
embraces nearly 2,000,000 acres of fertile, 
developed lands requiring a_ supple- 
mental water supply, and approximately 
7,000,000 acres that can be cultivated 
intensively by the. application of irri- 
gation.' Within this valley and _ its 
mountainous periphery abounds a greater 
variety of mineral resources ‘than is 
found in any two other states in the 


*Instructor in Government at Pomona Junior College. 

1E. B. Debler, “Stabilization by Irrigation,” Rec- 
lamation Era, November 1940, p. 309; Statement of S. A. 
Kerr, Senate, Sub-Committee of the Committee on Com- 
merce, Hearings on H.R. 4485, 78th Cong., 2d sess., 1944, 
pp. 224, 230. 


Union.’ Lacking coal in close proximity 
to established and growing extractive 
industries, its rapid development in 
manufacturing is dependent, in no small 
measure, upon provision of a bountiful 
supply of inexpensive hydroelectric 
power. Consequently, experts have long 
recognized that California’s twin prob- 
lems of water for agriculture and power 
for industry are inseparably related by 
the manner in which nature has chal- 
lenged the ingenuity of man.? 

Inextricable Relationship of Major Prob- 
lems. Because two-thirds of the region’s 
precipitation drenches the northern one- 
third of the Central Valley with seasonal 
floods that rush to the Pacific within 
forty-five days, on the average, and be- 
cause the summer season is hot and dry, 
there is a fundamental relationship 
among the problems of preserving flood 
waters, intensifying irrigation of arid 
lands, improving navigation of the trunk 
rivers, repelling saline encroachment in- 
to their delta’s peat-loam lands, and 
generating power for growing industries. 
In sharp contrast to the single-purpose 
approach to the solution of these prob- 
lems, which aggravated one question 
while half-way solving another, the 
Central Valley Project was designed as 
a functional multiple-purpose unit to 
which auxiliary features of the broader 
regional program might be added.‘ 

As authorized under federal law, the 
Central Valley Project per se is composed 


2U. S. Dept. of Interior, Bureau of Mines, Minerals 
Yearbook of 1940 (Washington: Government Printing Office, 
1941), pp. 23-56, 

3 Report of the State Water Problems Conference (Sacra- 
mento: California State Printing Office, 1916), p. 33. 

‘Division of Water Resources, State Water Plan. 
Calif. Dept. of Public Works Bul. 25, Sacramento, 1930, 
p. 90. 
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of but two large multiple-purpose dams 
and five large canals. Only Shasta 
and its regulatory afterbay dam at 
Keswick have power facilities. However, 
the Greater Central Valley Project, as 
envisaged by the State Water Plan of 
1930 and refined by tne Bureau of 
Reclamation, anticipates eventual con- 
struction of at least two dozen multiple- 
purpose dams, together with auxiliary 
water conveyance and_ hydroelectric 

5M. R. Goodall, “Land and Power Administration 
of the Central Valley Project,” Journal of Land & Public 
Utility Economics, August 1942, pp. 299-311. 

6 See Kerr, op. cit., p. 230. 

7 For testimony relative to the techniques employed 
by the utilities during the elections of 1922, 1924, and 1926, 
to confuse the issues and secure a public decision in their 
own favor, see Federal Trade Commission, Utility Corpora- 


tions, Exhibit 4199, S. Doc. No. 92, 70th Cong., 1st sess., 
pp. 426-435. Mainly from behind politica! fronts with 
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power facilities, at an estimated cost of 
$900,000,000. ¢ 


Water Project Authority of California 


Although in the 1920’s the privately- 
owned utilities were able to prevent the 
state of California from adopting the 
Marshall Plan’ for multiple-purpose re- 
gional development of the Central Val- 
ley’s water and power resources, plan- 
ning for their conservation and utilization 
progressed under state appropriations 
which totaled more than $1,000,000. 


titles designed to deceive the voter, the private utilities in 
California expended $501,605.68 in the single election of 
1922 in opposition to the state’s adoption of the Marshall 
Plan for Central Valley development. California State 
Senate, Journal, 1923, pp. 1782-1786. 
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Continued drought,* the economic de- 
pression,® and prospects of federal con- 
tributions’® finally led to passage of the 
Central Valley Project Act of 1933, 
under which a single functional unit of 
the broader State Water Plan for the 
great Valley might have been con- 
structed by the Water Project Authority 
of the State of California." 

An Authority Without Authority. Not to 
be confused with the highly efficient 
British type of public corporation,'? the 
State Water Project Authority was an 
authority in name only. More closely 
resembling the hydra-headed type of 
traditional American board or com- 
mission, in which every member makes 
political capital of trying to manage the 
manager, the so-called Authority was 
composed entirely of ex-officio officers, 
three out of five of whom were selected 
from the lottery of public election to 
other positions, rather than through 
appointment by a responsible chief exe- 
cutive on the basis of some knowledge 
they might contribute to the determina- 
tion of sound managerial policies. 1* 

It might, indeed, be questioned as to 
whether the State Authority was seri- 
ously intended to construct and operate 


8 During these years of low precipitation, subter- 
ranean reservoirs, utilized extensively for irrigation in the 
Upper San Joaquin, were failing at an alarming rate. 
Moreover, as the summer flow of the trunk rivers was low, 
salt water from San Francisco Bay backed up into their 
common delta, destroying millions of dollars’ worth of 
fruit and vegetable crops. 

* Not only did organized labor endorse the Central 
Valley Project Act as a means of putting men to work, but 
Paul Scharrenberg, then executive secretary of the Cali- 
fornia State Federation of Labor, conducted a vigorous 
campaign for its endorsement. See Sacramento Bee, December 
5, 1933, p. 1:8. 

10 Speaking at Red Bluff, ten days before the Central 
Valley Project Act of 1933 received popular approval at 
the polls, Representative Harry L. Englebright voiced the 
common expectation that the federal government would 
make a direct non-reimbursable contribution of $45,000,000 
toward construction of the project. Sacramento Bee, December 
8, 1933, p. 13:5. 

Central Valley Project Act of 1933, Cal. Stats. of 
1933, chap. 1042. 

12 For organization and function of the British type 
of public corporation see: M. E. Dimock, British Public 
Utilities and National Development (London: Allen & Unwin 
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the Central Valley Project. Because 
the private utilities could have fought 
popular approval of the enabling legisla- 
tion more successfully from behind spuri- 
ous taxpayer fronts,'4 the Central Val- 
ley Project Act denied the Authority 
power to sell tax-secured bonds with 
which to finance the Project’s construc- 
tion.'® The Authority could issue revenue 
bonds, but only after canvassing all 
possibilities for financial aid from federal 
agencies which Congress had created 
or might establish sometime in the in- 
definite future.'* Moreover, the ag- 
gregate amount of revenue bonds which 
the state agency was authorized to issue 
was to be “‘reduced by such an amount 
as the United States of America shall 
appropriate and make available” for 
construction of the Project.!7 


Authority Demurred Selling Bonds to the 
R. F.C. 


Not wishing to assume the positive 
responsibility for constructing and operat- 
ing the Project itself, the State Authority 
did not make any attempt to sell its 
revenue bonds to the Reconstruction 
Finance Corporation.'* Instead, it ap- 
plied for a P. W. A. grant and, before 
that agency made a final report on the 
economic soundness of the Project,!® be- 


Ltd., 1933); A. L. Gordon, The Public Corporation in Great 
Britain (London: Oxford Univ. Press, 1937). 

13 Sec. 5, Central Valley Project Act of 1933, op. cit. 

14 Notwithstanding this limitation, the  utility- 
financed Sacramento Valley Protective League plastered 
state highways with signs urging the people to “Vote No 
on Water Bonds—Taxes are too High.” Moreover, the 
California Taxpayers’ Association, subsidized by the utility 
companies, adroitly misrepresented the Act, during the 
referendum election of December 1933, as a measure which 
would increase taxes. 

18 Sec. 19, Central Valley Project Act of 1933, 
op. cit. 

16 Sec. 15, ebid. 

17 Sec. 18, ibid. 

18 See testimony of the Authority’s executive officer, 
Edward Hyatt, before the House Committee on Appropria- 
tions, Hearings on Department of Interior Appropriation Bill for 
1938, 1937, pp. 1591-1592. 

19 Water Project Authority of the State of California, 
Booklet of Information for Conference between United States De- 
partment of Interior and the Water Project Authority of the State 
of California, Sacramento, 1940, Sec. IV, pp. 3-4. 
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gan negotiations with the Department 
of the Interior for construction of the 
Project by the Bureau of Reclamation.?° 
On December 2, 1935 President Roose- 
velt authorized, under the Emergency 
Relief Appropriation Act of 1935, the 
entire Central Valley Project as a Bureau 
of Reclamation undertaking.*!. By the 
Rivers and Harbors Act of August 26, 
1937, Congress specifically re-authorized 
the Project and, transferred the War 


Department’s interest in the navigation. 


and flood control benefits of Shasta 
Dam to the Department of the Interior 
making them non-reimbursable under 
the Reclamation Law.?? Since the 
Authority did nof have the power to 
tax and create liens on property, it 
could not qualify under the Reclamation 
Law as a suitable agency for negotiation 
of repayment contracts for irrigation 
water.’ So, with the assistance of the 
California delegation in Congress, the 
Authority succeeded in shifting its re- 
sponsibilities for construction and ad- 
ministration of the Project’s water fea- 
tures to the federal government.”4 
Attempts to Make Authority Wholesaler 
of Power. As late as 1940 there remained 
the possibility that the Authority might 
serve as a marketing agency for the 
Project’s power. Because construction of 


20 Governor James Rolph’s special delegate to Wash- 
ington, P. D. Nowell, declared, in July 1933, that H. T. 
Hunt, general counsel for the Department of the Interior, 
aided in drafting amendments to A. B. 259, before its final 
passage as the Central Valley Project Act. Cf., Sacramento 
Bee, July 18, 1933, p. 1:2, and July 22, 1933, p. 5:3. 

21 Construction of Shasta Dam by the War Depart- 
ment Engineers had already been approved by Congress 
in the Rivers and Harbors Act of August 30, 1935 (49 
Stat. pp. 1028, 1038) by which $12,000,000 was earmarked 
as the government’s interest in the navigation and flood 
control benefits of the dam. 

22 Costs of all other benefits of the project were made 
reimbursable under the Reclamation Law by Sec. 2, Rivers 
and Harbors Act of August 26, 1937, 50 Stat., p. 850. 

23 Ickes to Olson, April 13, 1939. 

24 “During the consideration of legislation providing 
appropriations and authorization for construction of the 
Project at the 1935, 1936 and 1937 sessions of Congress, 
the Authority’s representatives were in constant touch 
with the state’s congressional leaders, assisting them in 
the preparation of data and arguments for presentation.” 
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the Project by the Bureau of Reclamation 
limited the Authority’s power to issue 
revenue bonds backed, as the Act of 
1933 required, by ‘“‘all revenues received 
from the operation” of the Project?® 
an amendment unfreezing the $170,- 
000,000 was attempted in 1939. This 
proposal, known as the Pierovich Bill,?® 
passed the Senate but fell two votes 
short of the necessary two-thirds re- 
quired for passage by the Assembly.?’ 
Insisting upon passage of the measure 
in a modified form, Governor Olson 
called a special session of the Legisla- 
ture for January 1940. In his message 
supporting his: new proposal, the Gov- 
ernor declared: 


“The proposed amendment in simple language 
would free up to $50,000,000 of the $170,000,000 
of revenue bonds authorized in the present act, 
to be used by the State in carrying out the pur- 
poses and objectives of the act itself. It would 
place the State in a position to contract with the 
Federal Government for distribution of the 
electric power developed by the Project, instead 
of leaving the Federal Government and the people 
to be served at the mercy of a private distribution 
monopoly which would be its only purchaser.”?* 


Whether these efforts to place the 
Authority in a position to distribute 
Project power were defeated by the 
power lobby or by the Governor’s own 
political ineptitude,*® or both, the powers 


Water Project Authority of the state of California, op. 
ait., p. 3. , 
”"" 8Sec. 19, Central Valley Project Act of 1933, op. 


cit. 

26S, B. 1259 (1939). 

27 Comparison of this roll call with voting to replace 
Speaker Paul Peek with an anti-Olson Democrat from the 
Central Valley shows that every Assemblyman who voted 
against the Pierovich Bill, and those who refused to vote 
on the issue, also voted to unseat Peek at the beginning of 
the subsequent special session. 

2818 California Highways and Public Works, January 
1940, p. 1. 

29 Offending the integrity of several Central Valley 
Assemblymen, who were in no way on the P. G. & E. pay- 
roll, Governor Olson and Frank Clark, Director of Public 
Works and ex-officio Chairman of the Authority, boldly 
offered patronage rewards and threats of retribution, to in- 
fluence them. Such disgraceful blundering played into the 
hands of the utility lobby. Lawyers for Central Valley 

(Footnote 29 continued on page 140) 
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of the state Water Project Authority re- 
' mained nugatory. There has, however, 
been a demand within the past year for 
the Authority to investigate the pos- 
_ sibilities of assuming administration of 
the water features of the Project. Since 
the organizations that were most articu- 
late in this appeal*° were also demanding 
that Congress should authorize the War 
Department Engineers to construct the 
Kings and Kern River dams as ‘“‘flood 
control projects,” it should be obvious 
that their agitation for state operation 
of the CVP is but one more effort to 
avoid repayment for Friant water under 
provisions of the Reclamation Law.?! 


Pacific Gas and Electric Company Controls 
the Market for Project Power 


Between 1937 and 1939 Pacific Gas and 
Electric Company tightened its control 
of the Northern California power market. 
To this end the company carried the 
Garrison Revenue Bond Act to refer- 
endum in the general election of 1938, 
secured exclusive franchises in perpe- 
tuity, and finally obtained a ‘‘temporary 
contract” for distribution of Shasta 
power. 

Defeat of Revenue Bonds. Permitting 
any public agency, after a local bond 


(Footnote 29 continued from page 139) 

irrigation districts, who were in many instances employed 
as P. G. & E. retainers, worked astutely to convince the 
irrigationists that public distribution of the project’s power 
would increase the cost of its water. This issue, among 
others, has contributed to a persistent schism among Demo- 
crats in California, and an equally permanent alliance be- 
tween P, G. & E. and the large corporate farming interests 
of the Central Valley. 

30See testimony given in Proceedings of the Water 
Project Authority of the State of California, Sacramento, June 27, 
1944, pp. 11-48. 

31 The Senate Committee on Appropriations reported 
in May 1944: “Another effect of the proposed transfer of 
constructing the Kings River project from the Reclamation 
Service to the Corps of Engineers would be to escape from 
provisions of section 46 of the Reclamation Adjustment Act 
of 1926.” S. R. 899, 78th Cong., 2d sess., 1944, p. 3. 

3? Commenting on the Assembly’s rejection of his bill, 
after it had passed the Senate by a vote of 31 to 4, Senator 
Roy J. Nielsen declared: ‘The power trust lobby moved in 
to defeat the [Nielsen] bill, while the same lobby asked some 
Assemblymen to vote for the Garrison Bill three weeks ago. 
It should be apparent to anyone that the Garrison Bill was 
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election, to finance distribution of public 
power by means of revenue bonds, the 
Garrison Act of 1937 passed the State 
Legislature with large majorities in both 
houses in preference to the more re- 
stricted Nielsen Revenue Bond Bill.* 
Carried to referendum through fictitious 
taxpayers’ associations, organized and 
coordinated by Clem Whitaker,** the 
Act was generally represented as a 
grant of authority for public agencies to 
increase tax secured debt. Because the 
Single Tax and the “‘Ham and Eggs” 
initiative measures also appeared on the 
general election ballot in 1938, utility 
propagandists did not find it difficult to 
transfer over to revenue bonds the fear 
which these measures engendered in the 
minds of taxpayers.*4 Only the Cali- 
fornia State Grange conducted a cam- 
paign in behalf of the Garrison Act,*° 
with. the result that it was so over- 
whelmingly defeated at the polls that 
many legislators have since been chary 
about sponsoring or supporting revenue 
bond legislation.*® In addition to ob- 
structing the passage of revenue bond 
legislation, under which public distri- 
bution of Central Valley power might 
have been facilitated, Pacific Gas and 
Electric Company consolidated its con- 
trol cf the Central Valley in a quiet 
vulnerable to adverse court action or referendum, and there- 
fore . . . they asked Assemblymen to vote for it and against 


the Nielsen Bill.” Sacramento Bee, May 8, 1937, p. 1:1. 

33 Whitaker’s report to the Secretary of State, dated 
November 10, 1938, shows that, with the exception of $2,000, 
every cent of the California Debt Relief Association's funds 
was obtained from the power companies. The California 
Tax Improvement Association’s report shows expenditure of 
$23,450.99 received from the utilities. This made a total 
of $131,735.08 expended by the power companies of Cali- 
ornia against the Act, exclusive of such intangibles as the 
time of employees canvassing against the Act, costs of print- 
ing and distributing shareholders’ bulletins, and mailing 
letters to employees, stockholders, banks, etc. 

3 E. g., Editorial, “Three Perilous Measures, “Sax 
Francisco Chronicle, November 7, 1938, p. 14:2. 

35 Reports filed with the Secretary of State show that 
the Grange expended $510.15, primarily for advertising. 

3¢ Only one revenue bond bill has since progressed 
beyond the committee stage, and it was defeated on the 
floor of the Senate. 
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manner, the importance of which has 
not yet been fully realized. 

Securing Exclusive Local Franchises. Os- 
tensibly for the purpose of raising new 
capital, non-exclusive franchises, many 
of which had recently been renewed for 
long terms, were exchanged in one 
municipality and county after another, 
which precluded themselves from initiat- 
ing or permitting competitive distribu- 
tion of power within their territorial 
limits. When approved by the Merriam 
appointees to the Railroad Commis- 
sion,?? these new ‘‘indeterminate”’ fran- 
chises became virtual grants in perpe- 
tuity. The wording of the Butte County 
ordinance, for example, makes it clear 
that the franchise granted is no ordinary 
revocable one: 


“The term of this franchise shall start with the 
effective date of this ordinance and continue in 
force and effect until such time as the possessor 
thereof shall, with the consent of the Railroad 
Commission of the State of California, volun- 
tarily surrender or abaridon same, or until the 
State of California, the County of Butte, or other 
public corporation thereunto duly authorized by 
law shall purchase by voluntary agreement or 
shall condemn and take under eminent domain 
all property used and useful in the exercise of this 
franchise.”’*8 


Thus, before the Supreme Court had 
spoken definitely, as it did in applying 
the following rule in the Tennessee Elec- 
tric Power Company Case, the Pacific Gas 
and Electric Company had acquired 
exclusive rights of the type which the 
Court said were permissible: 


“The local franchises [of the Tennessee Electric 
Power Company et al], while having elements of 
property, confer no contractual or other property 


37 Ex-Governor C. C. Young warned, in 1934, that 
if Frank F. Merriam, with his utility backing, were elected 
governor, he would hinder construction of the Central 
Valley Project and convert the Railroad Commission into a 
pro-utility agency. Sacramento Bee, August 24, 1934, p. 5:7. 

48 Butte County, Ordinance No. 349, January 12, 1938. 

39 Tennessee Electric Power Co. et al v. Tennessee Valley 
Authority, 306 U. S., pp. 118, 136, f. (1939). 

40 Commissioners Havenner and Sachse objected to 
such capitalization, saying in part: “As a result of the Com- 
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right to be free of competition either from in- 
dividuals, or other public corporations, or the 
State or municipality granting the franchise. 
The grantor may preclude itself by contract from 
‘initiating or permitting such competition, but no 
such contractual obligation is here asserted.’’® 

Since cities and counties throughout 
the Central Valley Project area have 
precluded themselves from “initiating or 
permitting competition,” since the costs 
of these new franchises have been charged 
to the company’s capital accounts,*° and 
since new stock has been marketed upon 
their security from public competition, 
any attempt on the part cf the Depart- 
ment of the Interior to market Project 
power to public agencies may be fraught 
with hazardous litigation. 

A Temporary Contract for Project Power. 
With Shasta Dam nearing completion, 
Congress appropriated funds for the 
Central Valley Project in 1943 con- 
tingent upon the immediate negotiation 
of a contract between the Department 
of the Interior and Pacific Gas and 
Electric Company for the duration of the 
war and a reasonable time thereafter.*' 
Accordingly, on September 16, 1943, a 
contract was signed calling for delivery, 
until December 31, 1947, or two years 
after cessation of hostilities, whichever 
is the earlier, of the entire output of 
Shasta power plant’s first two 75,000 
k.v.a. generators. *” 

While this contract is only a temporary 
arrangement, there is a grave danger 
that Pacific Gas and Electric Company 
may obtain a more permanent control 
of the Central Valley Project after the 
war. If Congress fails, for instance, to 
provide for the construction of power 
lines from Shasta to the Delta Mendota 
mission’s failure to inquire into the propriety of payments 
for franchises, the applicant utility [P. G. & E.} has, in every 
instance, included the total amount of such payments in 
its capital accounts.” Dissent to Decision No. 35125, March 
17, 1942. 

41 Senate Committee on Appropriations, SOR. 319, 


78th Cong., ist sess., 1943. 
42 Dept. of Interior Press Release, October 13, 1943. 
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Pumping System, the Department of 
the Interior will be dependent upon the 
company, not merely for marketing 
surplus power, but also for furnishing 
standby, transformer, and transmission 
services chargeable to operation of the 
irrigation pumping system. 


War Department to Build Additional 
Multiple-Purpose Dams 


A division of administrative authority 
foreboding numerous conflicts of policy 
detrimental to the interests of the United 
States, which is providing the construc- 
tion funds, was included in the Flood 
Control Act of 1944, Section 10 of which 
reads in part as follows: 


“* . . . The following works of improvement for 
the benefit of navigation and the control of 
destructive flood waters and other purposes are 
hereby adopted and authorized in the interest of 
national security and with a view toward pro- 
viding an adequate reservoir of useful works for 
the post-war construction program, to be prose- 
cuted under the direction of the Secretary of 
War.”’48 


Under this Section, the War Depart- 
ment is authorized to construct and 
operate six of the major multiple-purpose 
dams of the Greater Central Valley 
Project. These include a low dam on the 
Sacramento River at the Table Moun- 
tain site, and the proposed Folsom Dam 
on the American River. The latter is a 
major tributary of the Sacramento River, 
which has a 10-foot navigable channel 
as far as the confluence of the two rivers. 
On the Kings, Kaweah, Tule and Kern 
Rivers, which are not tributaries of a 


43 Pub. Law No. 534, 78th Cong., 2d sess., 1944. 


44 Land companies either operate or hold for specu- 
lative purposes, or both, most of the land in the Upper 
San Joaquin. Four of these, whose total holdings exceed 
446,000 acres, are: Kern County Land Co., 345,506 acres; 
Southern Pacific Land Co., 48,812; Miller & Lux Co., 
22,737; and the Boston Land Co., 20,567. Senate Sub- 
Committee of the Committee on Commerce, Hearings on 
H. R. 3961, 78th Cong., 2d sess., 1944, p. 614. 

48 Geo. L. Henderson, chief engineer for the Kern 
County Land Co., made, on June .5, 1944, the following 
declaration before a Senate Committee: “I have been 
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navigable stream but are within the 
service area of the Bureau of Reclama- 
tion’s Friant-Kern Canal, the War De- 
partment, under the pretense of pro- 
viding flood control, is authorized to 
construct the Pine Flat, Terminus, Suc- 
cess and Isabella Reservoirs. Every 
drop of water conserved by these so- 
called flood control dams will be utilized 
for surface irrigation, for replenishing 
subterranean reservoirs from which most 
of the acreage in the vicinity is irri- 
gated, or for municipal or domestic 
water supplies. 

While the Secretary of War is au- 
thorized under Section 6 to sell munici- 
pal, industrial and domestic water, the 
Secretary of the Interior is, under Sec- 
tion 8, charged with marketing irrigation 
water. Because all persons or corpora- 
tions,‘4 under California Law, have the 
right to pump as much water as they 
wish from beneath their own land, the 
Secretary of the Interior had already 
found it impossible to market Friant 
water.‘® With its bargaining position 
further weakened by division of authority 
to allocate costs of overlapping projects, 
the Secretary of the Interior can hardly 
be expected, under the present law, to 
obtain an equitable return for irrigation 
water in the Upper San Joaquin. 


Conclusion 


The conservation of water for irriga- 
tion, industrial, domestic and municipal 
uses and for the incidental generation of 
power for expanding industry are the 


asked to appear before your committee as a representative 
of all the irrigation interests of the Kern River in the San 
Joaquin Valley. We have no disposition to deal with the 
Bureau of Reclamation in any particular. I may even say 
that we have refused and will continue to refuse to partici- 
pate in this [Kern River] project if it is assigned to them for 
construction and operation.” Senate, Sub-Committee of 
the Committee on Commerce, Hearings on H. R. 4485, 78th 
Cong., 2d sess., 1944, p. 319. Speaking for the Kings River 
Water Association, composed of 8 irrigation districts in the 
region, Charles L. Kaupke made similar admissions that the 
interests to be served did not wish to purchase water from 
the Bureau of Reclamation. Jbid., pp. 301-303, 363. 


4 





CENTRAL VALLEY PROJECT OF CALIFORNIA 


dominant objectives in the control, regu- 
lation and conservation of water in the 
Central Valley of California. All inte- 
gral units of the works to conserve and 
utilize these resources to be adminis- 
tered with maximum benefits to the 
United States, the state of California, 
and the immediate consumers of water 
and power, should be fully coordinated 
on a regional basis. 

Since the Water Project Authority of 
the State of California is in no position 
to assume the responsibilities of the un- 
dertaking, such administrative coordina- 
tion can best be secured by a single 
federal agency constructing, maintain- 
ing and operating the multiple-purpose 
structures of the regional plan. Because 
Congress has authorized the Department 
of the Interior to construct and operate 
the initial unit of that plan, and because 
the federal government has already in- 
vested more than $150,000,000 in its 
construction, it would seem from the 
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standpoint of good federal administra- 
tion that the Department of the Interior 
should also construct, maintain and 
operate other inextricably related fea- 
tures. 

With the War Department authorized, 
under the Flood Control Act of 1944, to 
construct, for the most part with non- 
reimbursable flood control funds, six 
major multiple-purpose units of the 
program, Congress has extended an 
open invitation to Pacific Gas and Elec- 
tric Company and the great farming 
corporations of the Upper San Joaquin 
Valley to engage in no end of political 
chicanery. It is therefore concluded 
that the best interests of the United 
States and the state of California will be 
most adequately served by vesting re- 
sponsibility for construction, mainte- 
nance, and operation of the Central 
Valley’s entire regional program in the 
Bureau of Reclamation—one responsible 
administration. 





Forage Land Requirements in the Northeast Regiont 


By VIRGIL L. 


N VIEW of postwar prospects for 

further technological advances and 
other changes, many questions arise as 
ot the possible impacts on agricultural 
. land uses in the Northeast Region. It is 
the purpose of this paper to explore 
some considerations in respect to forage 
land utilization, since forage land is of 
primary importance in the rural land 
economy of any region in which dairy 
farming predominates. 

The amount of land needed for forage 
production depends upon rates of pro- 
duction per acre of forage-producing 
lands, year-to-year numbers of rough- 
age-consuming livestock, and feeding 
rates per animal. In recent years, milk 
cows have constituted from 60 to 65 
per cent of all roughage-consuming 
animal units in the Northeast. Unless 
there are significant revisions in types 
of farming in the region, in which other 
livestock make up a greater portion of 
the total animal numbers, the forage 
land requirements for the long-time 
future will depend mainly on the quan- 
tity of dairy products that the farmers 
of the region can produce and market. 


A picture of the physical require- 
ments for dairy products at some date 
in the future may be obtained by apply- 
ing estimated per capita needs, as 
recommended by nutrition specialists, 
to estimated total population. Dairy 
product requirements may then be trans- 
lated into land requirements for milk 
cows by applying reasonable conversion 
factors. The essential figures for a com- 
parison of 1940 and 1950 are given in 
Table I. ? 


+ The Northeast Region includes the New England 
and Middle Atlantic States, Delaware and Maryland. 


HURLBURT* 


Two important types of change in the 
agricultural economy of the Northeast 
appear possible in the long run: (1) a 
decrease in the acreage of land utilized 
for forage production, and (2) an in- 
crease in the quantity of dairy products. 
As indicated in Table I, the same number 
of milk cows that were on farms in 1940 
could have been fed from the produce of 
nearly 10 million fewer acres of land, 
had the land been managed properly. 
Likewise, the land resources of the region 
are capable of supporting an increase 
of roughly 30 per cent in cow numbers 
with a decrease of over a third in the 
acreage of land used to produce rough- 
age crops in 1940. These figures do not 
take into account the tonnage ofycon- 
centrates that would need to be shipped 
into the region for dairy cow feed in 
addition to the roughage grown. They 
are based on and allow for the produc- 
tion in the region of sufficient quantities 
and qualities of roughage to feed such 
numbers. 

The above is a general picture of land 
requirements to produce forage for dairy 
cows in the Northeast as determined 
by optimum cow numbers and a reason- 
able allowance in acres per cow. The 
use of 3 acres per cow, made up of | 
acre of permanent pasture and 2 acres 
of rotated hay land, can provide more 
than the roughage requirement per cow. 
It is entirely possible that proportionate 
adjustments are feasible on the lands 
producing forage for other roughage- 
consuming livestock. In_ brief, the 
situation is that over 6.5 million acres 
of lands now producing forage for milk 
cows can be transferred to other use in 


* Bureau of Agricultural Economics, U. S. Depart- 
ment of Agriculture. 
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the long run, if the remaining roughage- 
producing lands are managed scienti- 
fically. This acreage is equal to nearly 
6 per cent of the total land area of the 
region and over 12 per cent of the lands 
in farms. The estimate of area trans- 
ferable to other use is based mainly 
upon the physical possibility of increased 
yield per acre of land used for roughage 
production. 

One may raise the question of what 
would be the effect on land requirements 
if milk production were at an average 
of 8,000 or even 10,000 pounds per cow. 
Available evidence indicates that the 


acreage requirement would be reduced. 
With higher-producing cows, a frac- 
tional change would occur in the por- 
tion of total feed converted to milk; 
the total amount of feed needed for 
body maintenance of the cows would 
drop slightly. Three acres should pro- 
vide sufficient feed for the higher-pro- 
ducing cow. An average yield of only 
2 tons of hay per acre would give 6 
tons per cow, which is more than the 
amount of hay equivalent recommended 
in the Postwar Benchmark reports. Sutf- 
ficient for the discussion here, that the 
direction of adjustment is higher pro- 


Taste I. Comparison or Cow Numsers, MILK PRODUCTION AND CONSUMPTION, POPULATION, AND LAND FoR RouGHAGE 
Propuction: NortHEast Recton, 1940 anp 1950 








1950 Require- 1950 Require- 
1940 
Require- ommended Diet 


| 

| 

| ommended Diet 
ments | Level, Assum- 


Level, Assum- 
ing Production 
for Fluid Market 


i 
I 
ments at Rec- | ments at Rec- 
| 
i 


at ing Same Per 

Recommended Cent of Pro- 

Diet Level ‘duction as in 
1940 





. No. milk cows (000) 3,314? 
. Production per cow (Ibs.)...........0.-. 5 ,560 
. Total milk production (mil. Ibs.)......... 18 ,4272 
Amount fed to calves (mil. Ibs.)........ 4902 
Amount for food (mil. Ibs.)............ 17 ,9372 
. Per capita consumption (Ibs.) 
Fluid milk and cream 
All dairy products 826? 
. Population (000) 38 ,065 
. Total milk consumption! 
As fluid milk and cream (mil. lbs.)..... 
All dairy products (mil. Ibs.)........... 
. Production in region for food as percentage 
of amounts consumed or required for 
consumption 
Fluid milk and cream (per cent) 136 
All dairy products (per cent),.......... 57 
. Acreage roughage-producing land 
For milk cows (000) 


13 ,147 
31 ,441 


19 ,490¢ 





345.43 


3,314 4,324 4,288 
5,560 | 6 ,0007 6 0007 
18,427 | =. 25,944 25 ,726 
490! 6828 6768 
17 ,937 | 25 ,262 25,0500 
| 





5605 | 5605 - 
1 ,0665 1 ,0665 
41,5769 41,576? 


5605 
1 0668 
38 ,065 


23 ,282 
44 320 


23 ,282 
44 ,320 


21 ,316 
40 ,576 





108 107 
57 56 


12,9728 12 ,8646 





1 Population multiplied by per capita consumption figure. 

2“Farm Production, Disposition, and Income from Milk, 1940-43 and Miscellaneous Dairy Statistics,’ Bureau of 
Agricultural Economics, U.S.D.A., Washington, D.C., April 15, 1944. (Mimeograph). 

3 Agricultural Statistics, 1943, U.S.D.A., Table 420, p. 328. 

‘Based on Census; 1940 acreage is 65 per cent of total land used for roughage—comparable to milk cows as a per- 


centage of total roughage-consuming animal units. 


5 “Food and Life,” Yearbook of Agriculture, 1939, p. 329, 260 quarts of milk, 25 pounds of butter—a moderate cost and 


good diet. 
6 At 3 acres per cow. 
7 Assumed as feasible. 


8 Calculated as same proportion of milk for human food as in 1940. 

* Based.on “Estimates of Future Population of the United States, 1940-2000,” National Resources Planning Board, 
August 1943. Medium fertility and no immigration—U. S. total, 143,896,000. Northeast same per cent of total as in 1940. 

'¢ Calculated; higher than requirement of 23,282 to allow for seasonal variation. 
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duction per cow and that part of the 
process of increasing production per 
cow will involve feeding greater quanti- 
ties of high-quality roughage. 

What additional changes in amount of 
land needed for forage production might 
be made possible by improvements in 
harvesting, curing, and storing roughage? 
How would the estimate of land re- 
quirement given in Table I be affected 
if greater dependence is placed on high- 
quality roughage as a source of feed 
nutrients? The effect of the first would 
be to further decrease land require- 
ments; that of the second to increase 
them. In the opinion of many produc- 
tion specialists, the problem of har- 
vesting, curing, and storing the roughage 
presents more formidable obstacles than 
that of increasing the rate of production 
per acre. The haying season is short; 
the quality of feed under most farm 
situations leaves much to be desired. 
The power machinery now being de- 
veloped and the mow-drying of hay 
offer many possibilities for improving 
the quality of roughage. The improve- 
ment in quality will tend to cause greater 


Taste II. 1932-41 AveraGe Per Acre Crop anp Hay Yreips ano THerr EoutvaLent IN Terms oF BusHEss oF Corn:, NortHeast Recor! 
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consumption per cow. Possibly the im- 
provements in harvesting, curing, and 
storing techniques will roughly compen- 
sate for the greater portion of total di- 
gestible nutrients that milk cows obtain 
from roughage. An estimate of land re- 
quirements, based on 3 acres per cow, 
appears to be as close as present in- 
formation warrants. 

In view of the importance of dairying 
in the agricultural economy of the 
Northeast, the production of roughages 
for dairy cows can be expected to con- 
tinue to utilize a major portion of the 
farm land resources. A further indica- 
tion of the significance of forage pro- 
duction in the region is presented in 
Table II, in which the 10-year average 
yields of several crops are expressed in 
terms of a common denominator—corn 
equivalents. In this comparison the 
differences between the alfalfa and the 
clover-timothy yields demonstrate the 
importance of adapting type of roughage 
to type of land; the acreage of timothy- 
clover is about seven times that of alfalfa, 
and usually alfalfa is grown on a se- 
lected acreage, which is generally higher- 
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1 Corn equivalent values computed from Morrison, F. B., Feeds 
18.715 bushels of No. 2 dent corn in terms of net en feeding val: 


timothy, 17.317 Bu.; 1 Bu. Barley, .763 Bu.; 1 Bu. Soy 


and Feedino, 20th edition, Table II, page 995. One ton of alfalfa hay is worth 
ue; the equivalents of the other crops are: 1 ton corn silage, 6.45 Bu; 1 ton clover- 
or Wheat, 1.146 Bu.; 1 Bu. oats, .468 Bu. Corn. 
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quality land than other hay land. The 
figures also show that average yields of 
corn silage exceed considerably the yield 
equivalents of hay. One cannot but 
wonder how these yield equivalents 
would compare if hay were produced 
under sets of practices as near optimum 
for hay as is the case of other crops, for 
hay land usually receives less scientific 
management than does other cropland. 
The yield equivalents of hays and grains 
are not strictly comparable because 
straw and fodder have not been included 
as part of the grain crop yield. 

The use of land for forage production 
is strategic to land utilization as a whole, 
not only where grazing of livestock is 
the type of farming but likewise where 
diversified as well as specialized types 
of farming characterize the agriculture 
of an area. Although, on the basis of 
labor requirements per acre, a distinction 
might be made between pasture and 
harvested roughage crops, land character 
and management for pasture and hay 
are similar enough to preclude such 
distinction here. Corn silage is also 
included in the forage crop category 
because the utilization of the crop is the 
same as for hay, and silage is grown in 
the rotation. It must be recognized 
further that the line of distinction be- 
tween particular crops from the stand- 
point of land utilization is not always a 
sharp one. For example, grain crops 
harvested for hay are the same in land 
requirements as grain crops cut and 
threshed; soybeans harvested for hay 
may be only an in-season adjustment 
that the individual makes to provide an 
adequate supply of hay for his livestock; 
corn for silage may be (though usually is 
not) of the same variety as corn for 
grain. 

This discussion is chiefly in terms of 
land used for hay production. More 
tangible data are available for hay than 
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for pasture. Also, much of what is said 
about hay applies as well to use of land 
for pasture. Except on lands that are 
too rough or too stony for cultivation, 
the problems of effective utilization are 
much the same for pasture and hay. 
And on some of the rough and stony 
lands the production capacity may be 
low enough to raise a question as to the 
economic feasibility of its continued use. 
From the standpoint of the average 
acreage used for hay and pasture, as 
compared to the area required for that 
purpose under good management, the 
probable adjustment will be to force the 
poorer and lower producing lands into 
other uses. 


Factors Affecting Adjustment in Forage Land 
Utilization 


The agriculture of the Northeast has 
gone through a continuous process of 
adjustment to changing economic con- 
ditions. Further advances in technology, 
changes in dietary habits, decreases in 
transportation costs, and likewise the 
adjustments in agricultural production 
in other regions will have their effect 
on the agriculture of the Northeast. 
Producers will be impelled to adopt 
practices of production and marketing 
that will enable them to compete effec- 
tively with those in other parts of the 
United States, and even with those in 
other parts of the world. 

The future of land utilization for 
production of roughages is integrally 
associated with the future of the dairy 
industry as a whole. The land require- 
ments will depend in the future, as now, 
upon the kinds of feed and the rate of 
production per acre, on feed require- 
ments and milk production per cow, on 
numbers of cows, and on how manage- 
ment practices are organized into eco- 
nomic operating systems. These in turn 
are influenced ‘by price relationships, 
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the level of employment or unemploy- 
ment, and the nature of the economy of 
the region and the nation. Progress 
must also be made in solving the problems 
of milk pick-up and delivery, of milk 
pricing, and of the entire economics of 
distribution, inasmuch as these bear 
directly upon total quantities of dairy 
products that can be moved in the 
market. The amount of land needed for 
roughage production depends not only 
on the number of cows and production 
per cow, but also on the number of 
farms and farmers. 

The long-time adjustment will un- 
doubtedly take place slowly in the future 
as it has in the past. Competition be- 
tween major uses of land will further 
decrease the amounts of land in agri- 
cultural operation. More of the operat- 
ing units that formerly supported a 
family through agricultural use will be 
taken over as recreational or residential 
units. In view of the gradually increas- 


ing rates of production per acre, this 
competition creates no problem so far 
as the question of food. supply is con- 
cerned, but to produce that food supply 
there will be need for public planning to 


guide the change. Public policy might 
have to include measures to encourage 
the continued use of the high-capacity 
and more productive lands in agriculture, 
and also measures to encourage re- 
creational, residential, or other uses for 
lands which are not highly productive. 
The combined judgments of individual 
operators, the consuming public, and 
representatives of public agencies will 
have to be expressed in the development 
and application of land utilization pro- 
grams if the adjustment is to take place 
in an orderly and effective manner. 
How many of the types of adjustment 
indicated as possible in Table I may be 
made in a given time period, or should 
be made, from the standpoint of both 
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local and national welfare poses funda- 
mental questions in agricultural policy. 
Parts of the answers to these questions 
cannot be given without further and 
etailed research analysis. The one 
question alone—of how much land may 
be or should be shifted to other uses— 
cannot be answered without some indi- 
cation of the nature of the uses to which 
lands would be shifted. Such glib 
recommendations as ‘“‘shift to forestry 
or recreational use all land not needed 
for agricultural purposes” are insuff- 
cient, for to the owners of these resources 
the question is: Will these other uses 
pay? 

The inertia of individuals when it 
comes to abandoning investments in 
resources so long as these resources have 
prospects of some sort of return is the 
same in agriculture as in industry. Any 
significant revision in the use of land 
resources is slow at best, unless huge 
sums are spent by the government to 
facilitate the change. Such revision of 
land use is slow because for the indi- 
vidual the number of alternatives may 
be limited; and custom or habit is strong. 
The individual’s investment in the operat- 
ing unit may be his only capital resource, 
and change cannot be made unless he is 
helped, or unless the gain is more than 
sufficient to pay the costs of the change. 
In the long-time adjustment of the agri- 
culture of the region, the prospects are 
that more individuals will change pro- 
duction techniques than will abandon 
agricultural use of the land; in many 
parts of the region the choice is between 
dairy farming and some kind of non- 
agricultural use. Retirement on the land 
may be the cheapest and easiest form of 
adjustment for the individual and for 
society in some instances. Such re- 
tardations of adjustment in investments 
must be considered as influencing the 
economic use of the physical resources. 
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Aside from the economics of land 
utilization as such and the savings pos- 
sible through organization if land re- 
sources are utilized in efficient operating 
units, there is the very real problem of 
what is to be done with the landowners 
and operators who are now dependent or 
partially dependent upon use of land for 
forage production. These are just as 
much a part of the resources as are the 
acreages of land. If the history of agri- 
cultural adjustment is any indication of 
the future, the land operators will 
exert pressure to protect and further 
any favorable position now held. In 
other words, there will be not only 
inertia but organized opposition to any 
large-scale shifts in land utilization, even 
if the shifts take place over a long period 
of time. 

In terms of market opportunity, the 
chief advantage held by producers in 
the Northeast is one of location with 
respect to centers of population. This 
more than anything else, has accounted 
for the concentration on the production 
of fluid milk rather than on manufactured 
dairy products.- How much of the larger 
market, which would be present if con- 
sumption per capita were at the level 
recommended by nutritionists for an 
adequate diet, could be supplied by 
producers in the region is a matter of 
conjecture. Assuming that there are no 
startling developments in transport and 
no significant changes in the form in 
which milk is consumed, it is reasonable 
to expect that the bulk of milk for fluid 
consumption will continue to be pro- 
duced in the region. How effectively 
producers in the region may compete 
with those located elsewhere is a subject 
for further and separate investigation; 
for this discussion, the ability to com- 
pete effectively is assumed. 


So long as dairying continues to be 
the largest source of farm income in the 
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region, the production of roughage will 
be the most important agricultural land 
use. In view of the importance of milk 
in the diet, land improvement for rough- 
age production will have to be tied to 
broad social objectives. If low-income 
families are to have a nutritionally ade- 
quate diet, more milk will be needed 
than farmers have been able to dispose 
of at favorable prices during the pre- 
war decade. How much milk the North- 


east can produce is very much a part 
of the question of how much fluid milk 
the people, primarily of the Northeast, 
consume and pay for at prices that will 
encourage continued production. 


The adjustment toward fewer acres 
of forage land and greater dependence 
on roughage as a source of feed nutrients 
is not entirely one of economics. The 
processes of economic adjustment have 
tended to be viewed as separate unto 
themselves without too much reference 
to their non-economic phases. The 
instance of ownership may be cited as 
an illustration. A particular ownership 
group—those who have virtually re- 
tired on their farms—will delay adjust- 
ment and hold out of capacity use lands 
of greater producing ability than those 
on which production continues in other 
operating units. Likewise, habit, tradi- 
tion, and custom will delay adjustment. 
Comparably, the processes of attempt- 
ing to retain present advantage or to 
gain additional advantage through legis- 
lation may bring into being new or 
changed institutionalized forces that are 
contrary to adjustment on the principle 
of comparative advantage. Interstate 
trade barriers, whether under the cloak 
of “thealth protection” or more direct, 
such as the taxation of oleo and the 
legislated requirements concerning col- 
oring and marking, would be in the 
latter category. Aside from the factor 
of inertia, and the necessity of educa- 
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tional programs and other incentives to 
get producers to adopt those practices 
that will pay best, however, the greater 
part of the adjustment is one of adapt- 
ing to new or changed economic cir- 
cumstances—including that of finding 
alternative income-earning opportunities 
for those who are displaced in the adjust- 
ment processes. 


Need for Further Research 


The general level of production per 
acre can be raised to make possible the 
shifting of millions of acres to other uses, 
both farm and non-farm; but further 
analysis is needed to determine the level 
of production per acre that will be most 
profitable in the long run on various 
grades of land. The process of adjust- 
ment is no simple one and involves far 
more than merely transferring lands to 
other uses and improving the remaining 
forage-producing lands by appropriate 
management practices. Estimates of 
physical need may be based upon a 
number of assumptions; these assump- 
tions themselves may be valid, but the 
task of figuring out the economics of the 
adjustments involved is quite another 
matter. 

Although data on land availability 
as compared to land requirements indi- 
cate that an excess of acres is now utilized 
for roughage production, it is known 
that only part of the excess can be or will 
be transferred to other uses. In the first 
place, the distribution of qualities of 
land resources among operating units 
is such that the adjustment in utilization 
cannot take place on the basis of differ- 
ential land productivity alone. The 
lack of sufficient acreages of land best 
adapted to roughage production on 
farm units which are now going con- 
cerns, and which will continue to be 
going concerns, means that some of the 
poorer lands will continue in_ use. 
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Secondly, the competitions of other uses 
and the presence of alternative work and 
income-earning opportunities for land- 
owners will cause types of adjustment 
which are not in line with adaptability 
or relative adaptability of land. Further- 
more, the adjustments in practices of 
management, including cow feeding, 
tillage, and crop care, will undoubtedly 
lag in the future as they have in the 
past. The quip about the farmer who 
remarked, “I am not farming half as 
well now as I know how” is more truth 
than poetry. 

To date, inadequate attention has been 
given to the theory of the economic 
supply of land. Numerous writers have 
commented on the ways in which the 
productivity of land may be changed— 
through irrigation, drainage, clearing, 
leveling, or other techniques. These 
change the form utility of space and 
increase the economic supply of land. 
The addition of capital and labor in-puts 
makes more land suitable for agricultural 
use. Thus far, proportioning the factors 
of production on a given area of land 
has received more detailed considera- 
tion than has the analysis of forces that 
determine the acreage of land of the 
same or different grades in any particular 
use. Rent theory does not explain’ shifts 
between uses at either the extensive or 
the intensive margin; an available land 
supply is assumed at the extensive margin 
and quantity is ‘“‘fixed” at the intensive 
margin. 

The serious gap in theory concerning 
economic supply of land is in the lack 
of explanation of the forces that affect 
the supply. Demand for the products 
of land may or may not be sufficient to 
make the land available for agricultural 
use. Both economic and non-economic 
forces influence the choice of the specific 
use; the connection has not been made 
between the subject matter of ‘“‘competi- 
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tion of land uses” and the theory of 
supply. 

Land supply is a function of many 
variables. Some of these are intangible. 
As an example of the type of force in- 
fluencing the economic supply of land, 
the factor of land ownership is of par- 
ticular importance. As significant as 
the fact of the instance of ownership is 
the strength of the ownership claim. The 
intention of ownership or use may be as 
significant as the instance of ownership. 


The economic status of the owner is 
also of special importance, for if the 
owner is dependent on the land as a 
source of income his actions are more 
directly tied to the necessities of utiliza- 
tion in the highest profit combination. 
Likewise, if the owner knows only farm- 
ing as a means of earning a living, there 
is small chance that the land will be 
used for other than agriculture .unless 
the opportunities for sale and the in- 
come from sale exceed the income-earn- 


ing expectations from agricultural use. 
Other employment or alternative op- 
portunity for employment of the owner 
affect the economic supply of land 


directly. Witness the number of cases 
in which owners continue to occupy the 
property but make no agricultural use 
of it. The land is thus withheld from 
agricultural use just as effectively as if 
it were of a quality or character un- 
adapted to agricultural use. The peri- 
pheries of cities throughout the nation 
contain many examples and, with pro- 
gress in technology of transport, the 
numbers of such instances will un- 
doubtedly continue to increase. 

Some of the writings on the production 
of forage are weak in the validity of the 
comparisons made. A general conclusion 
is sometimes made that returns from the 
application of fertilizer on pasture and 
hay lands are higher than those on other 
croplands. It is to be remembered that 
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the returns per unit of in-put (whether 
average or additional) must be measured 
and compared with regard to the points 
on the curves of increasing and diminish- 
ing returns where the in-puts are added. 
The return from in-puts on croplands 
that are already quite high on the scale 
of fertility are not comparable to those 
on pasture or hay lands long depleted. 
The operator may profit more by apply- 
ing a given amount of fertilizer to his 
pasture and hayland than to his other 
cropland; but this only compares alter- 
natives in use of that given amount of 
fertilizer and does not test whether hay 
or some other crop makes the best use 
of fertilizer. 


The literature on forage production 
and utilization indicates that relatively 
more has been done in research on 
physical problems than on the economics 
of’ production and utilization. The 
sciences of soil analysis, animal nutrition, 
plant breeding, soil management, live- 
stock care, and agricultural engineering 
have answered more of the questions of 
will it work or can it be done than has 
economic analysis answered the ques- 
tion of will it pay. This is both to be 
expected and as it should be. Physical 
science must precede economic analysis. 
Furthermore, some of the more recent 
technological developments have not 
proceeded far enough so that cost-return 
analyses may be made. Some of the 
physical experiments have been con- 
ducted under what essentially amounts 
to laboratory conditions, and such find- 
ings cannot easily be projected to farm 
conditions. Nonetheless, not all of the 
lag in research in the economics of 
forage land utilization is condonable. 
The dearth of thoroughgoing analyses 
on certain of the problems may be 
alleviated if more attention is given to 
defining the nature of the problem under 
investigation. 
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The study of changes needed in 
management practices can provide part 
of the basis for understanding the eco- 
nomics of land utilization, but con- 
centration on the operating units as 
such may mean that the areal significance 
of the combination of the operating 
units into patterns of use and occupancy 
is overlooked. Nor will concentration on 
the economics of organization of the 
individual unit give sufficient attention 
to competitions with other kinds of farm 
land use or to competitions with other 
major uses of land in the area and with 
the same use of land in other areas. 
Shifts of some of the present roughage- 
producing lands to other uses will un- 
doubtedly be a part of the adjustment 
picture, but the necessity for such shifts 
and the reasons for them will have to 
be appraised objectively. 

Analysis of the economics of forage 
land utilization not only must deal with 
the quality of the physical resource, but 
must also explore the how and the what 
of the organization of units which de- 
pend on resources of varying quality, 
each requiring special management prac- 
tices. Much progress has been made in 
the physical phases of production but 
more needs to be done, especially along 
the line of whole sets of practices as 
these Work out under farm conditions 
rather than under the more-or-less con- 
trolled conditions of experimental re- 
search. This is no condemnation of ex- 
perimental plots, greenhouse work and 
the many other excellent investigations 
that have been and are continuing to 
be conducted. Instead, it is a plea for 
further recognition of the fact that many 
of the results of such work cannot be 
applied directly to production under 
farm conditions. Much the same idea 
applies to the economic analysis of pro- 
duction problems. More attention is 
needed on the aspect of how various 
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sets of practices combine into a system 
of operation. ! 

One significant characteristic of much 
of the agricultural economics research of 
the past 25 years is the general tendency 
to study what farmers, particularly suc- 
cessful farmers, have done. These suc- 
cessful practices are then held up to 
others as exemplary. One cannot but 
wonder if some of the studies of what has 
been done might not have accomplished 
more by exploring the question of what 
may be done. In other words, the objective 
in a study of resource utilization might 
be to appraise scientifically the alterna- 
ives of resource utilization, seeking the 
optimum in economic organization rather 
than leaning too much toward a statistical 
accounting of group average maximized 
practice. 

The following questions on forage land 
utilization all need further study to de- 
termine land requirements: What are the 
characteristics of the operating units? Are 
these operating units synonymous with 
ownership units? How do the physical 
characteristics of the land influence the 
present pattern of operating units; and 
how do these characteristics deter shifts 
among operating units to effect a more 
orderly pattern of units? How do owner- 
ship and location as such influence the 
pattern of utilization? At what land 
prices can shifts in ownership units be 
made for more effective utilization of the 
land resources? Are shifts in ownership 
units required, or will changes in the 
present operating unit suffice to bring 
about effective utilization of the re- 
source? What is the magnitude of the 
changes needed to guarantee long-time 
effective utilization of resources? Can 
utilization of the land resources for forage 
production be expected to return in- 
comes for the operators sufficient to 


1See Harry Woodworth, “Farm Management Re- 
search Needs in New England,” Journal of Farm Economics, 
August 1944,-pp. 503-513. 
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keep the lands in use in competition 
with lands in other regions? If the land 
resources are not utilized for forage 
production, what is their probable utiliza- 
tion? These questions do not deny the 
necessity or desirability of research in 
the economics of production from the 
viewpoint of entrepreneurial analysis; 
instead, they emphasize the significance 
of research for the purpose of formulating 
a “definite economic pattern adapted 


2 Research tn Agricultural Land Utilization—Scope and 
Method, Social Science Research Council, Bul. 2, June 1931, 
p- 8. 
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to the conditions and requirements of a 
particular area.””? 

What is the objective in land utiliza- 
tion? Efficient use of resources? Lowest 
total cost of producing required amounts 
of food and fiber? Maintenance of a 
large rural population for certain social 
values? ‘Mercantile’ preservation of 
status quo of resource owners? The 
economist may not be responsible for 
determining social objectives, but he at 
least must be concerned with measuring 
the consequences of alternative objec- 
tives. 





Some Possible Limitations of Zoning Ordinances as 
Devices for Controlling Land Settlement 


By ALEXANDER JOSS* 


Introduction 


ONSIDERABLE interest is now be- 

ing exhibited in settlement possi- 
bilities for returning war veterans and 
for workers now employed in war in- 
dustries. Concern is felt that some settle- 
ment might take place in areas unsuited 
to agriculture, and zoning ordinances 
have been suggested as control devices 
to aid in preventing unwise settlement. 
The purpose of this article is to point out 
that in some areas the present settlement 
and land use patterns are such that rural 
zoning ordinances probably cannot be 
expected to perform this function. 


Administration of the Rural Zoning Ordinance 


In the words of one of the foremost 
authorities on the subject of zoning, 
‘Administration and enforcement are 
even more vital than the enactment of 
the ordinance. Merely ‘passing a law’ 
is easy, but administration and enforce- 
ment are difficult.”! The administrative 
difficulties encountered will depend upon 
the terms of the ordinance, the nature of 
the area zoned, and the attitude of the 
local people. If the ordinance is so 
worded that it is difficult to determine 
just what uses are permitted, enforce- 
ment will be difficult. Secondly, if the 
present land uses within the area zoned 
are all in the category of permitted uses, 
the administrative problem is at a mini- 
mum, since in such a case it is necessary 
only to see that no restricted uses de- 
velop. Finally, if the local people are 

* Agricultural Economist, Bureau of Agricultural 
Economics, Berkeley, Calif. The author assumes full re- 
sponsibility for the opinions expressed in this article. 


1George S. Wehrwein, “Rural County Zoning,” 
Journal of Farm Economics, August 1936, p. 517. Also see 


interested in the zoning ordinance and 
understand its provisions, they will go a 
long way in enforcing it informally. 
These factors are in turn interrelated. 
The terms of the ordinance are affected 
by the nature of the area zoned, and the 
attitude of the people is affected by the 
impact of the zoning regulations upon 
their individual way of living. 

The control of land settlement can be 
effected by an ordinance stated only in 
terms of the residence of the settler. 
This has some advantages in that per- 
mitted and prohibited uses can be more 
easily distinguished, and administra- 
tion made easier. ‘‘Nevertheless, there 
are cases where regulations should be 
stated in terms of land use and in some 
instances must be so stated. Keeping 
settlers out of sub-marginal land has a 
strong appeal to local people and to 
friends of rural zoning in general. While 
this can be accomplished largely by pro- 
hibiting residences, there is some value 
in stating the regulations directly in 
terms of land use. In the recreational 
districts the control through restriction 
of residences is frankly relinquished in 
favor of direct land use control; year- 
long residence is permitted while the 
use of land for agriculture is emphatically 
prohibited.”? 

The use of zoning ordinances to pre- 
vent soldiers and war workers from 
settling on poor land in their search for 
farms after the war would undoubtedly 
have a stronger and wider appeal if the 


his article, “The Administration of Rural Zoning,” Journal 
of Land & Public Utility Economics, August 1943, pp. 264-291. 

* George S. Wehrwein, “The Administration of Rural 
Zoning,” op. cit., p. 276. 
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restrictions were framed in terms of land 
use rather than residence. | 

Regardless of the terminology used, 
in almost any area where a zoning or- 
dinance is applied for the first time there 
are bound to be some uses which are 
not in accordance with the zoning re- 
strictions but which were in existence 
before the ordinance was enacted. These 
are given a definite legal status and are 
known as nonconforming uses. It is custo- 
mary, in fact mandatory in most states, 
to permit such uses to continue. Should 
they be discontinued for a stated period, 
however, their reestablishment is illegal. 
In Wisconsin this period is for one year; 
in Minnesota, for two years. 

Nonconforming uses complicate the 
administration of the rural zoning or- 
dinance. Where they exist, it becomes 
necessary to determine for each apparent 
violation of the ordinance whether the 
violation is real or whether the party is 
carrying on a legally permitted non- 
conforming use. When such a use is 
discontinued, the official charged with 
the administration must be in a position 
to establish the date of discontinuance 
and to show that it was for the legally 
stated period. When it is remembered 


that rural zoning has applied generally: 


to the thinly settled areas of poor land, 
it is at once evident that the administra- 
tion cannot be carried out with dispatch. 


Application of Koning to Two Selected Areas 
in New York 


Zoning has been advocated as a 
possible solution to some of the land use 
probléms in the northeastern states. 
If it were to be tried, it seems certain 
that one of the difficulties encountered 
would be the number of nonconforming 
uses. The following discussion presents 
an attempt to measure the extent of 


3In New York the term “town” is used in the same 
sense as the term “township” is used in states farther west. 


155 


nonconforming uses that might arise 
should zoning ordinances be enacted 
to cover the poorer lands in two rural 
towns in Otsego County, New York.’ 
In order to do this, four hypothetical 
zoning ordinances were set up. 


Four Hypothetical Zoning Ordinances 


I. Under the terms of the first or- 
dinance, occupancy during the entire 
year would be prohibited. This is a 
logical prohibition to place in a rural 
zoning ordinance in this area. Although 
the areas of poor land in New York are 
intermingled with the better lands and 
no settler is isolated to the extent some- 
times found in other states, the present 
system of state aid in New York has 
resulted in disproportionately high costs 
to the state and per unit of service 
rendered for certain governmental func- 
tions in poor land areas. For example, 
in one school district in Otsego County 
the district receipts during the school 
year 1938-39 were $1,165.72 and were 
from the following sources: 


Taxes collected in the district. .$ 77.92 
Delinquent school taxes paid by 
the county 


State aid 


25.10 
1,062.70 


$ 1,165.72 


Thus the contributions of the residents 
of the district amounted to only 6.7 
per cent of the cost of operating the 
school. In this district there were two 
pupils in 1937-38, three in 1938-39, 
and two in 1939-40. The cost of educa- 
tion has averaged nearly $500 per pupil 
per year. The district has mainly poor 
land.‘ 

II. The second hypothetical ordinance 
would make both year-round occupancy 
and the planting and harvesting of 
crops on parcels with no habited house 

‘ Alexander Joss, “An Economic Study of Land Utiliza- 


tion in Otsego County, New York, 1938, Unpublished Thesis, 
Cornell University Library, 1940, p. 275. 
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prohibited uses. Years of experience 
have shown that the poorer lands in 
New York are not adapted to agriculture. 
Numerous cases have been cited of 
families attempting to establish farms 
on the poorer soils only to find that they 
have lost the savings they brought to 
the farm.® Certainly, if zoning is to be 
attempted under such conditions as 
exist in New York, one of its objectives 
should be the prevention of the loss of 
time, of capital, and of courage that 
results from attempts to farm land un- 
suited to agriculture. Professor Wehr- 
wein has also pointed out a cogent 
reason for including land use as well as 
residence restrictions in the zoning or- 
dinance. ‘‘But does it appear reason- 
able to prevent a man from moving to a 
farm which he has cultivated for a long 
time and from which the town has re- 
ceived taxes for years? Certainly local 
sentiment will hardly look with favor on 
such a regulation.” ® 

III. The third hypothetical ordinance 


+ V. B. Hart, Suggestions to Persons Who Plan to Farm 
or to Live in the Country, Cornell Agr. Ext. Bul. 652, June 
1944, 
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would add the cutting of hay on un- 
occupied places to the list of prohibited 
land uses. 

IV. The fourth ordinance would add 
the pasturing of livestock to the list of 
prohibited practices. Under this last 
situation, no ali-year occupancy and no 
agricultural endeavor of any kind would 
be permitted. These last two ordinances 
introduce restrictions on land use which 
are perhaps more stringent than neces- 
sary. However, it can be argued that as 
long as any agriculture is carried on in 
an area there is a real possibility that a 
more intensive use might develop. 

Application to Land Class I. This land 
class is defined as follows: ‘‘Land Class | 
includes areas in which practically all 
farming has been discontinued. Some 
of it never was cleared and the part 
that was once farmed has been in the 
process of abandonment for many years. 
It is now mostly idle or in woods and 
brush.”’? 


®George S. Wehrwein, “The Administration ‘of 
Rural Zoning,” op. ctt., p. 277. 

7 Alexander Joss, An Economie Study of Land Utiliza- 
tion in Otsego County, New York, Cornell Agr. Expt. Sta. Bul. 
791, March 1943, p. 15. 


Tase I. APPROXIMATION OF THE EXTENT OF NONCONFORMING Use 1F LAND Cass I WERE ZONED IN THE Town oF Decatur, 
Orseco County, New York! 








Separate 
Owner- 


ships 


AssumMED NoNCONFORMING UsE 


Proportion Proportion 
of Total 
Ownerships 
in Land 
Class I 





Number 

. Parcels occupied during the entire year... . 6 

. Parcels occupied during the entire year, 
or on which crops were planted and har- 
vested in 1938 

. Parcels occupied during the entire year, 
or on which hay was cut and/or crops 
planted and harvested in 1938 

. Parcels occupied during «the entire year, 
or on which pasture was used, hay cut 
and /or crops planted and harvested in 


Per cent 
20.0 


40.0 


53.3 








63.3 1,725 





302 





100.0 





3,555 | 


100.0 | 





1 For a map showing the location of this town and the classification of the land, see Cornell Agr. i Sta. Bul. 791. 


2 The number of privately-owned noncontiguous parcels, 


3 Includes 1,272 acres of state reforestation land. 
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In the town of Decatur 37 per cent 
of the land was placed in this land class. 
If a zoning ordinance prohibiting year- 
round occupancy (hypothetical ordinance 
I) were to be applied to Land Class I 
in this town, 20 per cent of the parcels 
comprising 14.6 per cent of the area 
in the land class would be in the cate- 
gory of nonconforming land uses (Table 
I). In the town of Burlington, 13 per 
cent of the land was placed in Land 
Class I. If year-round occupancy was 
made a restricted use in this area, 26.9 
per cent of the parcels and 24.2 per cent 
of the land would be nonconforming 
(Table II). If the restrictions were 
made more stringent, the percentage 
of nonconforming uses would be in- 
creased. The second hypothetical or- 
dinance, in which the planting and har- 
vesting of crops and year-round occu- 
pancy were made prohibited uses, closel, 
approximates the ordinances in effect in 
Wisconsin. Under such terms, 33 per 
cent of the Land Class I area in Decatur 
and 38 per cent in Burlington would 
be in nonconforming uses. 

8 Alexander Joss, op. cit., p. 16. 
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Application to Land Class II. This land 
class “is used for farming to a greater 
extent than is land in Land Class I. 
Yet its productivity generally is below 
the minimum necessary to provide a 
farm family with a satisfactory standard 
of living, to pay operating expenses in- 
cluding taxes, and to maintain the farm 
capital. Much of this land has been 
abandoned. The lack of success with 
which most of the remainder is being 
farmed indicates that in general the 
land is better adapted to some other use, 
such as forests or recreation.” ® 


In this land class, the number of 
nonconforming uses would be greater. 
In the town of Decatur, if all-year occu- 
pancy were the only restriction, half of 
the properties comprising 68 per cent 
of the area of the land class*® would be 
nonconforming (Table III). If those 
unoccupied properties on which crops 
were grown and harvested, hay cut, or 
livestock pastured are added to the list 
of nonconforming uses, 66 per cent of the 


® Twenty-nine per cent of the area of the town was in 
Land Class II. 


Taste II. APPROXIMATION OF THE EXTENT oF NONCONFORMING Use 1F LaNnp Crass I WERE ZONED IN THE TowN oF Bur- 


LINGTON, OtsEGo County, New York! 








Separate 
Owner- 
ships 


AssuMED NoNCONFORMING UsE 


Proportion 
of Total 
Area of 

Land 
Class I 


Proportion 
of Total 
Ownerships 
in Land 
Class I 





Number 

. Parcels occupied during the entire year... . 

. Parcels occupied during the entire year, 
or on which crops were planted and har- 
vested in 1938 

. Parcels occupied during the entire year, 
or on which hay was cut and /or crops 
planted and harvested in 1938 

. Parcels occupied during the entire year, 
or on which pasture was used, hay cut 
and/or crops planted and harvested in 
938 


Per cent 
24.2 


Per cent 
26.9 


42.3 38.2 


46.2 38.7 


50.0 1,264 39.6 











100.0 3,187 3 100.0 











1 For a map showing the location of this town and the classification of the land, see Cornell Agr. Expt. Sta. Bul. 791. 


? The number of privately-owned noncontiguous parcels. 
3 Includes 1,338 acres of state reforestation land. 





158 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


properties comprising 79 per cent of the 
area would fall in this category. 

It seems doubtful that the people of 
any area would impose upon themselves 
restrictions which would bring about as 
high a percentage of nonconforming 
uses as the imposition of any of the four 
hypothetical ordinances would entail 
in Land Class II of Decatur. They 
might even feel that the number of non- 
conforming uses in Land Class I would 
be too high to make adoption of a zon- 
ing ordinance practical. If such re- 
strictions were adopted, the adminis- 
trative job of preventing violations of the 
ordinance plus checking on the dis- 
continuance of established nonconform- 
ing uses would be tremendous. 


Extent of Nonconforming Use in Wisconsin 


A study made in Wisconsin in 1938 
permits a comparison of the extent of 
nonconforming use there with the non- 
conforming use that would arise with 
the application of zoning to the selected 
sample areas in New York. In Wiscon- 
sin, of a total of 4,811,520 acres which 
were placed in restricted areas, only 


175,363 acres or 3.6 per cent were in 
nonconforming uses (Table IV). This 
is a much smaller percentage than would 
result were comparable ordinances ap- 
plied to Land Class I in New York. Yet 
the fact that Land Class I is not adapted 
to agriculture has been borne out by 
repeated studies which indicate that 75 
to 80 per cent of the area of this land 
class in the counties classified is in idle 
land, woods or brush. 


Summary 


This brief analysis covers a small area 
and relatively few cases. However, the 
towns selected are representative of 
many others in New York and neigh- 
boring states, and the analysis should 
have general applicability to all areas 
where considerable development of im- 
proper land use has taken place. Thus 
it would appear that, although rural 
zoning ordinances have proved to be 
useful devices for preventing the de- 
velopment of undesirable agricultural 
settlement, to date they have definite 
limitations in areas where a high per- 
centage of land, if zoned, would be in 


Tasie III. AppRoxIMATION OF THE ExTENT OF NONCONFORMING Use 1F Lanp Crass II Were ZONED IN THE Town oF Dz - 
CATuR, OtsEGco County, New York 








AssuMED NonconFormMiNnG Use Separate 
Owner- 
ships 


Proportion 
of Total 
Ownerships 
in Land 
Class II 


Proportion 
of Total 
Area of 

Land 
Class II 





Number 

. Parcels occupied during the entire year... . 20 

. Parcels occupied during the entire year, 
or on which crops were planted and har- 
vested in 1938 21 

- Parcels occupied during the entire year, 
or on which hay was cut and/or crops 
planted and harvested in 1938 27 

. Parcels occupied during the entire year, 
or on which pasture was used, hay cut 
and/or crops planted and harvested in 





Per cent 
48.8 


51.2 


65.9 





Per cent 
67.5 


68.6 
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nonconforming uses and these tracts 
rather widely scattered throughout the 
area.'° 


10Tt is legally possible through retroactive zoning 
ordinances to provide, for the extinguishing of nonconform- 
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ing uses, either immediately or over a period of years. Such 
action often is harsh and might be held illegal by the courts. 
For a fuller discussion, see Virgil Hurlburt, “Pennsylvania 
Planning and Zoning Enabling Acts,” Journal of Land & 
Public Utility Economics, August 1937, and the following 
court decisions, ex parte Hadacheck 165 Cal. 416, Hadacheck 
v. Alexander 169 Cal. 616; and Hadacheck v. Sebastian 239 
U. S. 394, 


Tape IV. Area or Restricrep Districts AND OF NoONCONFORMING-UsER FARMS IN THE 24 ZoNED Counties OF NORTHERN 
Wisconsin, Marcu 1938! 








Percentage of 


Restricted 
Area? 


Percentage 
of Total 
Land Area 


Acreage in 
Nonconforming 
Usess 


Restricted 
Area in 
Nonconforming 


Uses 





Acres 
314,120 
537 ,888 
135 ,600 
126 ,800 
22 ,680 
230 ,400 
55 ,880 
219 ,360 
340 ,560 
348 ,720 
21,120 
249 ,400 
222 ,900 
50 ,060 
56 ,257 
203 ,640 
354 ,737 
245 ,320 
62,120 
237 ,480 
122 ,160 
466 ,438 
149 ,400 
38 ,480 
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8,900 
20 ,532 
5,390 
8 ,320 
1,795 
7,457 
2,980 
7,494 
7,505 
3,075 
1,720 
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3,329 
9 546 
23 ,594 
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11,695 
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4,407 
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175 ,363 








1 Adapted from Table 32 in “A Land Program for Forest County, Wisconsin,” by V. W. Johnson, et al, U.S.D. A. 


Technical Bul. 687, p. 61. 


Ra 2 Calculated from official zoning ordinance maps. A later publication gives the “acreage in restricted [amendments 
adopted prior to November 1940] districts” as 5,301,599 acres. One county in which the 1940 restricted area is considerably 
larger is Marinette. It seems unlikely that the acreage of nonconforming uses was increased proportionately, so that the pro- 
portion of the restricted area in nonconforming uses is probably smaller. Also, in Monroe County 1,040 acres were withdrawn 
from the restricted acreage. This land could well have been nonconforming prior to withdrawal and its changed status prob- 
ably has lowered somewhat the proportion of the restricted area in nonconforming uses in this county. Data on the current 
acreage in nonconforming uses were not published with the revised restricted acreage data. See Journal of Land & Public 


Utility Economics, August 1943, p. 286. 
* From list of nonconforming land uses. 





Toward a Theory of Land Income 
By JOHN A. BAKER* 


VERLOOKED by theorists since 

the time of Adam Smith and 
shunned by more practical men_be- 
cause payments are seldom made for the 
use of land alone, the problem of land 
income has been pushed back and forth 
between the rent theories of the classical 
and neo-classical economists and the 
interest theories of the Austrians and 
their followers. Empirical research 
workers also have faltered when con- 
fronted by the determination of land 
income. Elaborate schemes for the 
appraisal of land values have been 
evolved without any background of 
definite ideas of the forces which ac- 
tually determine land income and which, 
if land values have anything more than a 
speculative content, must bear some rela- 
tion to the evaluation process. 

Henry George built a taxation scheme 
on the belief that land income was of 
the nature of a rent although he quali- 
fied his treatment to some extent without 
developing definitive or realistically de- 
terminable criteria to be applied in 
using the qualifications. Henry Carey, 
on the other hand, said that land had no 
value beyond that of its improvements 
and therefore no income except that due 
to its improvements. It is common both 
in management and in taxation litera- 
ture to see land values discussed as 
being too high or too low in relation to the 
productivity of the land. Usually such 


* This manuscript is a revision of an article originally 
written as the first chapter of a doctoral dissertation which 
was begun in 1936 while the author was taking graduate 
work in land economics at the University of Wisconsin. 
The plan was to cover the historical development of land 
income theory along with a presentation of borrowed con- 
cepts and the author’s own ideas. Service in the armed 
forces has postponed completion of the longer work but the 
author presents this brief outline of some ideas in the hope 
that it may stimulate other students of the land income 
problem. 


conclusions are derived from an analysis 
which takes as given an arbitrary rate 
of interest and an arbitrary return to 
labor. The rate of interest most com- 
monly used is the market rate of first 
mortgages. The wages attributed to 
labor may represent either an ethical 
standard or a fancied alternative op- 
portunity. 


On the other hand, many manage- 
ment research studies have taken as 
given the rent payment—that part of 
the total income which is attributed to 
the land—by assuming the general level 
of cash rents in the community. This 
process has been used mainly in that 
type of analysis the end product of 
which has been some such figure as 
‘“‘management labor income.” 


The term “submarginal land” is a 
familiar one to almost all agricultural 
and land economists, yet it is doubtful 
whether any agricultural land which is 
occupied the year around by a farm 
family without outside income or sub- 
sidy can logically be called “‘sub- 
marginal’? except as some arbitrary or 
ethical standard of ‘“‘annual family labor 
income” is assumed. Thus if land in- 
come is defined as the excess of “‘value 
product” over “capital and labor costs”’ 
it is obvious that neither an arbitrary 
figure for “labor costs” nor the market 
rate of interest on the “original invest- 
ment minus depreciation”? of barns and 
other fixed capital will give a figure for 
land income which can be logically de- 
fended. The defense of such a calcula- 
tion invariably takes an ethical turn in 
which the family income ought to be a 
certain amount or a farmer ought to get 
a fair return on the money invested in 
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barns, machinery, and equipment. Such 
an analysis is, of course, no more ac- 
curate than to figure land income as the 
market rate of interest on the original 
purchase price of the land. 

Text book authors no less than re- 
search workers have been hazy and am- 
biguous on this subject. The usual text 
book surmounts the obvious difficulty by 
a series of definitions in which ‘“‘economic 
rent” is distinguished from “contract 
or commercial rent.” The usual pro- 
cedure follows closely the techniques of 
Ricardo and Marshall in which rent is 
a return to the “original and indestruct- 
ible powers of the soil,” while the re- 
mainder of the elements of land obtain 
profits, interest or quasi-rents. Usually 
after this distinction is made rent is 
spoken of as the return to land or land 
income, thus confusing both the writer 
and the reader. Some authors, on the 
other hand, are careful to preserve the 
distinction and never presume to ex- 


plain the forces which determine “land 


income” as distinct from ‘‘economic 
rent.” Again, other writers appear 
to deduct the payment for buildings, 
fences, and other tangible improvements 
from the contract rent and consider the 
remainder as “economic rent,’ even 
though it is doubtful whether the Ri- 
cardian concept of rent can be applied 
to the return to the fertility of farm land 
which is often as “destructible” as the 
valuable resources of a coal mine or an 
oil well. Moreover, as all agricultural 
economists know, the fertility of soil is 
often a creation of man and not an 
“original gift of nature.” 

This article has been called a “‘ Theory 
of Land Income,” to draw the attention of 
the reader to the character of the 
analysis. The term theory was chosen to 
contrast the treatment of the land income 
problem followed in this particular dis- 
cussion with the quasi-institutional ap- 
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proach of the land economists of the Ely 
school. The term Jand income has been 
used to emphasize the contention of the 
author that the land economists have 
been right when they have insisted that 
the traditional rent analysis does not 
adequately handle the land income prob- 
lem. The point of view taken is that 
professional economic theorists have long 
since ceased to address themselves to the 
problem of land income and that their 
more realistic brothers—the land econo- 
mists—have not approached their prob- 
lem in a systematic and formal manner. 


Not being a homogeneous operational 
element in the distributive process, land 
has not, since the time of Adam Smith, 
been the subject of the theoretical 
analysis of the problem of distribution of 
income. Moreover, this is a correct 
treatment because land is composed of 
four, not one, operational elements. It 
is this latter condition that the land 
economists have failed to observe. The 
income of land, as that term is used by land 
economists and laymen, obviously is 
not and cannot be the rent analyzed by 
the theoretical economists, not because 
the theoretical economists are wrong in 
their analysis of rent, but because land 
income is more than rent as defined by the 
theorist. 

If the point of view taken here is cor- 
rect, land income is a complex return 
composed of four operational elements, 
only one of which is rent. The theorists 
have failed to consider the income prob- 
lem of destructible natural resources 
and few have analyzed adequately the 
return to capital-assets, while the land 
economists have failed to think through 
their realistic problems in theoretical 
terms. Land income is composed en- 
tirely of rent only in the specific case 
where the whole body of the land is 
both indestructible and a free gift of 
nature. This special case is rarely found 
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in the real world of time and space. 
The preceding statement is merely an- 
other way of saying that land rarely, 
if ever, exists as a pure rent factor. 

If these observations are correct, the 
constructive solution to the problem 
which forms the basis of this discussion 
must be found in the application of the 
operational approach of the theoretical 
economists to the analysis of the income 
of a complex economic resource. To 
complete the argument it will be neces- 
sary to develop the outlines of two new 
operational returns and to interpret 
past work on the problem attacked in 
light of the present analysis and the new 
terminology. 

Definition of Land 

Land, as used here, is defined as the 
surface of the earth together with all its 
unremovable appurtenances and all of 
the unremoved materials naturally or 
indistinguishably combined with it. It 
should be noted that, by this definition, 
the category of land includes many ma- 
terials which result from man’s labor, as 
well as all of the free gifts of nature. To 
be strictly accurate the surface of the 
earth must be taken to be a pure spatial 
concept involving three dimensions. All 
of the materials occupying this space 
that are non-removable and those that 
are naturally associated with the space 
are considered to be land as are all of 
those materials which are physically in- 
distinguishable from either the space or 
the two previously listed materials. 

This definition of land is merely an 
operational construction of the rather 
nebulous conception of the layman and 
the usually undefined resource discussed 
by the land economists. Land, by this 
definition, is not a simple homogeneous 
economic resource but a composite of 
many elements, all of which may ac- 
curately be grouped into four operational 
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categories: (1) indestructible natural 
resource, (2) destructible yet maintain- 
able natural resources, (3) destructible 
and non-maintainable natural resources, 
and (4) man-made materials. 


Land Income 


If income is defined as an economic 
gain, land income may be defined as the 
composite economic gain made up of the 
returns to the four operational elements 
which comprise the composite resource, 
land. These four returns are called (in 
this paper) rent, fee, royalty, and hire, 
the returns respectively to indestructible 
natural resources, destructible but main- 
tainable natural resources, destructible 
and non-maintainable natural resources, 
and the man-made element of land. 

The characteristic feature of the analy- 
sis which follows is based on this four- 
fold classification of the operational 
elements of the land resource and the 
development of comprehensive theories 
of fee and of royalty. Strictly speaking, 
the problem of land income is not one 
but four theoretical problems: (1) the 
problem of rent, (2) the problem of fee, 
(3) the problem of royalty, and (4) the 
problem of hire. 


The Land Income Unit 


Although the basis for its develop- 
ment has not been presented, a summary 
of this approach will be desirable here. 
In doing this, however, it will be neces- 
sary to utilize terms and concepts which 
will not be defined carefully in this 
article. The object of the present work 
is to discover the factors and forces which 
determine at a given time the income of a 
unit of land in a given economic system 
and (which is almost the same problem) 
the value of a unit of land. These factors 
are represented by the amount of money 
involved, per unit of land, in the trans- 
actions of the land market. The amount 





TOWARD A THEORY OF LAND INCOME 


of the land income unit in a nation is 
determined through the transactions in 
the land use market, by the aggregate 
demand for land use, and the supply of 
land offered for use. 


The Demand for Land 


The aggregate demand for land use is 
made up of two component parts: 
(1) the demand for land to be used as a 
consumption good, and (2) the demand 
for land to be used as a production good. 
The demand for land to be used as a 
consumption good may be defined as 
the complex of forces (except the price 
of land use) which determine the amount 
leasable to consumers at different prices 
of land use in the land use market at a 
given time or over a given period of time. 
This demand may be represented by a 
schedule or by a curve showing the 
various quantities of land for use that 
will be taken by consumers at different 
prices. Such a curve may correctly be 
called the marginal demand price curve 
for use as a consumption good. 

The demand of the people of a nation 
for land to be used as a consumption 
good is made up of five distinguishable 
elements: (1) the utility of the use of the 
land to each individual, (2) the aggre- 
gate income of the nation, (3) the pro- 
portion of the aggregate income used for 
consumption, (4) the proportionate dis- 
tribution of income (or purchasing 
power) among the various individuals 
of the nation, and (5) the utilities and 
prices of other consumption goods. The 
interaction of these conditions is such 
that the land income unit will be greater 
as the supply of land for use as a con- 
sumption good becomes less. 

In similar terms, the demand of the 
people of a nation for land to be used as 
a production good may be defined as 
the complex of forces (except the price 
of land use) which determine the amount 
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leasable to producers at different prices 
of land use in the land use market at a 
given time. This demand may be repre- 
sented by a schedule or by a curve show- 
ing the various quantities of land for use 
that will be taken by producers at differ- 
ent prices. Such a curve may correctly 
be called the marginal demand price 
curve of land for use as a producers’ good. 

The demand of the people of a nation 
for land to be used as a production good 
is composed of: (1) the productivity of 
land as used by each individual producer 
or firm, (2) the aggregate income of the 
nation, (3) the proportion of the aggre- 
gate income used for production pur- 
poses, (4) the proportionate distribu- 
tion of income among the various pro- 
ducers or firms of the nation, and (5) 
the productivity and prices of other pro- 
ducers’ goods. As was true of the con- 
sumption demand for land, the inter- 
action of the conditions of the production 
demand for land is such that the land 
income unit will be greater as the supply 
of land for use as a production good 
becomes less. 

The aggregate demand for land by the 
people of a nation is composed of: (1) 
the utility of land as a consumption 
good, (2) the productivity of land as a 
production good, (3) the aggregate in- 
come of the nation, (4) the utility and 
prices of other consumption goods, and 
(5) the productivity and prices of other 
production goods. Since the schedule or 
curve representing this aggregate de- 
mand for land is the total of the con- 
sumption demand for land and the pro- 
duction demand for land, the aggregate 
demand for land at any particular price 
can be obtained by summation of the 
amount of land that will be taken by 
consumers and the amount that will be 
taken by producers. Since both of these 
series of demand vary inversely with the 
size of the land income unit, it follows 
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that the function which represents their 
aggregate will also vary inversely with 
the size of the land income unit. 


The Supply of Land 


As seen by the demander, be he con- 
sumer or producer, land is a homogeneous 
economic element; land is demanded as 
a consumption or as a production good 
as it exists. The economic good so de- 
manded is not, however, homogeneous 
from the standpoint of its supply. The 
supply of land may be defined as the 
complex of forces (except the price of 
land use) which determine the amount 
of land for use which will be supplied at 
each of different prices in the land use 
market. This complex of forces as it 
relates to each of the four elements of 
land is different. 

The total amount of indestructible 
natural resources is forever fixed, re- 
gardless of the price offered for its use. 
The existing amount of destructible but 
maintainable natural resources is fixed 
so long as the return received for their 
use is sufficient to cover the costs of 
maintenance and is so used. The amount 
of destructible non-maintainable natural 
resources constantly diminishes with use. 
The amount of the man-made elements 
of land is entirely flexible, except that 
ultimately the supply of such goods is 
dependent upon the supply of natural 
resources and of labor. From these 
inconvertible physical facts, the un- 
stable economic characteristics of the 
supply of land is derived. The total 
amount of land which will be supplied 
at each of different prices in the land 
use market is directly dependent upon 
the amounts of each of the constituent 
elements of land which will be supplied 
at each rate of land income. 


Rent 


The supply of indestructible natural 
resources is dependent upon but one 
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factor. This factor is the amount of that 
element which chances to exist at a given 
time or during a given period. This 
amount can be neither increased nor 
decreased by human effort. There is, 
therefore, no cost of production for this 
element because of its natural origin, 
and no replacement costs because of its 
permanence. Without production, re- 
placement, or maintenance costs the 
amount supplied of this element will 
equal the amount which chances to exist. 
The supply of this element may be rep- 
resented by a curve of zero elasticity 
indicating a condition where the amount 
supplied has no relationship to price. 


Fee 


The aggregate supply of the people of a 
nation of destructible but maintainable 
natural resources for use is a complex 
function of the rate of income of this 
economic element, that is to say the 
amount of the unit of fee. This aggre- 
gate supply is composed of (1) the actual 
physical amount of the element in exist- 
ence at any given time, (2) the psycho- 
logical ‘‘time preference” of the people of 
the nation, (3) the “liquidity prefer- 
ence”’ of these people, (4) the length of 
the period under consideration, (5) the 
characteristics of the ownership relation- 
ship of the resource in question, and (6) 
the costs of maintaining the resource in 
its present quantity and quality. 

With reference to the period of time 
considered in analyzing this resource as 
well as the other elements of the supply 
of land it is convenient to divide the 
time element into four operational pe- 
riods: (1) the “instantaneous” period 
during which no time at all transpires, 
(2) the ‘“‘short”’ period during which no 
change in the number and size of in- 
dividual firms which use land can take 
place, (3) the “long” period during 
which the shifts and changes in the de- 
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mand for the products of land are re- 
flected in the use of land by industries 
and firms, and (4) the “secular” period 
during which the demand for land use is 
reflected in the demand for the four 
operational elements of land. 

Regardless of the period of time con- 
sidered, the supply of permanent gratui- 
ties is unchanged. This generalization 
may not, however, be applied to de- 
structible gratuities. The elements of 
the supply of destructible but main- 
tainable gratuities interact in such a 
manner that in the instantaneous and 
short periods the supply of this resource 
is equivalent to the amount in existence 
regardless of the fee offered for its use. 
During these two periods, therefore, the 
supply of this element of land is similar 
to the supply of permanent gratuities. 
That is to say the supply of this element 
in the two shorter time periods may be 
represented by a schedule or curve 
showing that the same number of units 
of this resource will be supplied at each 
of different amounts of fee. 

In each of the longer time periods the 
distinctive physical characteristics of this 
resource begins to have effect upon its 
economic characteristic. During the 
“long” period the cost of maintaining 
the resource come into play causing the 
supply curve to take on new shape. If 
the fee unit decreases in size, mainte- 
nance costs cannot be covered. This 
failure of income to cover replacement 
for maintenance costs can result in this 
period in one or both of two occurrences. 
Some owners may withdraw all or part 
of their portion of the supply of this 
resource from the land use market. Con- 
tinued use of such resources as remain in 
use may result in a depletion of the re- 
source (since the return will not cover 
cost of replacement) thus also reducing 
the available physical supply. Usually 
both of these occurrences will take 
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place. Thus, in the “long” period, the 
curve representing the supply of this 
resource will have a definite positive 
slope. That is, as the size of the fee 
unit increases the amount of this re- 
source supplied for use will be in- 
creased. 

In the secular period the positive slope 
of the supply curve of this element of 
land becomes more pronounced than 
that in the long period as the necessity 
of covering maintenance costs with in- 
come and the real pinch of shortages 
resulting from exploitative use become 
apparent. 


Royalty 


The supply of destructible and non- 
replaceable natural resources in the in- 
stantaneous and short periods is similar 
to that of the other gratuitous elements 
of land. In the long period, however, 
the influence of time and liquidity pref- 
erence is such that the amount of this 
resource presented to the land use 
market actually varies inversely with 
the size of the royalty unit. Thus, as 
the size of the royalty unit decreases 
the amount of destructible non-replace- 
able natural resources supplied to the 
market increases. That is, the supply of 
this element of land may be represented 
as a curve with a negative slope. 

In the secular period the time and 
liquidity preference cf individuals be- 
come less operative and the declining 
physical amount of the resource in 
existence tends to cause the curve repre- 
senting supply to take a positive slope. 
In real world situations the long period 
forces and the secular forces often balance 
each other causing an indeterminable 
condition of supply. Any amount of the 
resource may be forthcoming at the 
going market rate of royalty depending 
upon public opinion concerning con- 
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servation, current income, and expecta- 
tions of the future. 


Mire 


In the shorter periods the supply of 
the capital asset element of land is 
similar to that of the other three elements 
in their periods. In the long run the 
supply is determined mainly by the 
liquidity and time preferences of the 
people, while in the secular period the 
supply is dependent upon the supply of 
natural resources which has a positively 
sloped supply curve, and the supply of 
labor which appears in the secular 
period to bear no necessary relationship 
to wage rates or remuneration. 
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Supply of Land in General 


Since the supply of land in general is a 
composite of the supplies of the four 
operational elements of land, the supply 
curve of land in general may be derived 
by a summation of the four constituent 
curves. In both the instantaneous and 
short periods, the supply of land is in- 
sensible to price, whereas in the long 
period there may be a slight positive or 
a slight negative slope to the curve. 
In the secular period there is a marked 
positive slope representing the exhaus- 
tion of natural resources and the main- 
tenance of cost of capital assets and re- 
placement of replaceable natural re- 
sources. 
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Administration of Canadian Wartime Agricultural 
Policies 


By FRANK SHEFRIN* 


ANADIAN agriculture has under- 
gone many changes because of the 
pressing exigencies of the present war. 
During the first five years of war, on 
733,000 farms an all-out effort was needed 
to produce the 2.2 billion bushels of 
wheat, the 10.6 billion pounds of meat, the 
2.3 billion pounds of cheese and butter, 
the 1.5 billion dozens of eggs and the 
many more farm products urgently re- 
quired by Great Britain and other allies, 
and by Canada’s almost 12 million 
people, including her armed forces of 
over 750,000 men and women. This 
task was faced boldly. Much of the 
success in producing more food than ever 
before with less people working on farms 
was due to the unity of purpose which 
guided farmers and dominion and pro- 
vincial governments in mapping the 
course of Canadian wartime agriculture. 
One of the important developments of 
the war period to date has been the 
marked increase in governmental con- 
trol and direction of economic activity, 
agricultural and industrial. To mobilize 
Canadian agriculture for war meant a 
readjustment in the ways of producing, 
distributing, and consuming farm prod- 
ucts. Planning was needed to map out 
the food needs, the successive stages in 
modifying consumption, the building 
of stockpiles, and the adjusting of pro- 
duction. 

Wartime agricultural policy has been 
and is now designed to bring about in- 
creased production of desired products 
as the need arises. The policy had to be 
changed from one designed to encourage 


* Agricultural Assistant, Economics Division, Cana- 
dian Department of Agriculture. 


farmers to continue their regular pre- 
war production programs, unless and 
until advised otherwise, to one of an 
all-out effort in agricultural production. 
After June 1940 Canadian agricultural 
policy, based upon domestic, British 
and other United Nations requirements, 
called for an expansion in the production 
of livestock and livestock products— 
more meats, dairy products and eggs. 
Restricted markets for wheat during 
the first two years of war resulted in an 
acreage reduction program. 

Elsewhere on the farm front produc- 
tion had to be increased and shifts had 
to be made in the production program 
with less labour and machinery. Gov- 
ernment agricultural policy has had to 
be fashioned to produce more with less 
to meet increased needs for food, abroad 
and at home, and to export greater 
quantities in more concentrated forms. 
Production programs had to, be co- 
ordinated to ensure adequate production 
of desired farm commodities. Prices 
had to be regulated to prevent runaway 
inflation. 

The complex problems of organizing 
supplies, administering price policy, guid- 
ing agricultural production, conserving 
farm supplies, and providing for equit- 
able distribution of agricultural com- 
modities at home and abroad have re- 
sulted in the formation of boards and 
committees and the appointment of 
coordinators and administrators. They 
represent the wartime mechanisms of 
agricultural policy. 

Their major task is to work together 
to obtain the greatest agricultural pro- 
duction with maximum use of limited 
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supplies of materials, equipment and 
labour. From the viewpoint of adminis- 
tration, the most difficult problem for the 
various committees and boards is at- 
taining a continuity of accomplishment 
with minimum duplication of effort. 
This end has not always been gained. 
But adjustments are being made from 
time to time in an attempt to remove 
duplication, and avoid inefficiency. 
The responsibility of developing war- 
time agricultural policies within this 
country rests upon three groups: (a) 
the farmer, through his organizations; 
(b) the provincial governments; (c) the 
federal government. For the Dominion 
of Canada as a whole, the Cabinet and 
Parliament formulate agricultural policy. 
The Departments of Agriculture, Fi- 
nance, Trade and Commerce, and La- 
bour are assigned the task of putting 
into action policies set forth. In broad 
terms, the Department of Agriculture is 
responsible for the maintenance of pro- 
duction and the regulation of marketing 
and the enforcement of quality stand- 
ards; the Department of Finance is 
responsible for prices and distribution; 
Trade and Commerce is responsible for 
the marketing of wheat specifically and 
for matters having to do with exporting,! 
and the Department of Labour is re- 
sponsible for the allocation of workers. 
The first three departments cooperate in 
the determination of production and 
price policies. To facilitate the carrying 
out of its responsibilities, the Department 
of Agriculture set up the Agricultural 
Supplies Board, the Agricultural Food 
Board, the Meat, Dairy Products and 
Special Products Boards and also ap- 
pointed a number of administrators; 
the Department of Finance set up the 
Foods Administration under the War- 


1 Due to war conditions, the Dominion Department of 
Agriculture supervises the exporting of agricultural prod- 
ucts under contract; for example, bacon, beef, cheese, 
evaporated milk, eggs, and certain fruits and vegetables. 


time Prices and Trade Board; and the 
Department of Trade and Commerce 
acts through the Canadian Wheat Board, 
the Export Permit Branch, and _ the 
Canadian Shipping Board. In the De- 
partment of Labour, the National Se- 
lective Service has direct responsibility 
for the allocation of farm labour. It 
should be noted that, with the exception 
of the Canadian Wheat Board, the 
agencies in the departments other than 
agriculture do not deal solely with 
agriculture but with many other aspects 
of the economic activity. 

In addition to the agencies mentioned 
above, a number of over-all committees 
were appointed to coordinate war pro- 
duction programs. Advisory committees 
were named to work with some of the 
wartime boards. These committees con- 
sisted in the main of representatives of 
the farmers and the trade. The Canadian 
Federation of Agriculture—a national 
federation of provincial, interprovincial, 
and national organizations of agricultural 
producers—has had a voice in the forma- 
tion of advisory committees on which 
agriculture is represented either by Fed- 
eration members or Federation nominees. 


The personnel of the new war agencies 
in the Department of Agriculture was 
recruited mainly from the peacetime 
civil service of the department. The 
staff of each agency was supplemented 
by technical personnel drawn from the 
livestock packing, dairy, and other food- 
handling and processing industries, from 
the grain and feed trade, and from the 
railways. The membership of the new 
boards was, with a few exceptions, made 
up of senior civil servants in the de- 
partment. 

The Wartime Prices and Trade Board 
is made up of senior civil servants repre- 
sentative of the departments affected by 
the activities of the Board. The technical 
personnel of the Foods Administration 
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comes mainly from the food trade and, 
to some extent, from the universities. 
The latter group functions in a research 
and advisory capacity. 

The power necessary to establish the 
machinery for the prosecution of the 
war in all its phases—on the economic 
and military fronts—was available to 
the Dominion Government. Because 
of the experience of the first World 
War the Dominion administrative 
agencies were prepared for an immediate 
centralizing of emergency powers in 
Ottawa. The War Measures Act,? first 
adopted in 1914, had never been re- 
pealed and needed only to be proclaimed 
by the Governor-General-in-Council in 
order to vest in the Dominion Cabinet 
almost unlimited power over every mat- 
ter deemed “‘necessary or advisable for 
the security, defence, peace, order, and 
welfare of Canada.” The proclamation 
of the Act on September 1, 1939, 
brought about a change in the relation- 
ship as between the Dominion and the 
provinces—the Dominion Government 
superseding provincial authority where 
and when necessary—and as between 
the parliament and the Cabinet execu- 
tive. The Act thus removed any con- 
stitutional barrier to federal war plans. 
The Act itself is an enabling statute. 
It does not order things to be done, but 
authorizes the Dominion executive to 
issue regulations (orders-in-council) hav- 
ing the force of law. 

In this paper each of the major boards 
and committees will be described briefly. 
The reasons for creating them will be 
given; their functions will be outlined; 
and the interrelationship of the various 
agencies created to carry out wartime 
agricultural policy will be indicated. 





2 War Measures Act, 1914. Briefly, the Act provides 
that “the Governor-in-Council may do and authorize such 
acts and things, and make from time to time such orders 
and regulations, as he may by reason of the existence of real 
or apprehended war, invasion or insurrection deem neces- 


Departmental Agencies 


The Agricultural Supplies Board. With 
the outbreak of war, the Minister of 
Agriculture invited the senior officials 
in his department to discuss ways and 
means: 


“to keep Canadian agriculture functioning in a 
manner which would supply the food and fibre 
needs of the people of Canada and their Allies 
during the period of the war, and leave the 
Canadian farmer, as far as possible, in a position 
to follow his normal program when peace re- 
turns.” 


On September 9, 1939 this group was 
set up as an Agricultural Supplies Com- 
mittee, comprising six senior officials. 
Its function was to act as a central 
directive agency. As the tasks of the 
committee became greater, it was neces- 
sary to enlarge this group. The committee 
was given broader powers and increased 
duties. And on March 6, 1940 the com- 
mittee was reorganized as the Agri- 
cultural Supplies Board. According to 
the preamble of the order-in-council, the 
board was set up: 


“©. . . in order to ensure that the agricultural 
resources of Canada shall be utilized to the best 
advantage during the war” and “for constructive 
direction of agricultural production and for deal- 
ing with matters pertaining to the purchase and 
distribution of supplies for use in agricultural 
production and for the preparation and con- 
servation of agricultural products.” 


Supplies are defined as meaning: 


“Feed, seed, fertilizers, insecticides, fungicides, 
and other materials for use in the production, 
preparation and conservation of agricultural 
products.” 


Agricultural products were defined as 
meaning: 


‘Animals, meats, live and dressed poultry, eggs, 
dairy products, coarse grains, fruit and fruit 


sary or advisable for the security, defence, peace, order and 
welfare of Canada.” Economic activity coming under the 
powers of the Act include trade, exportation, importation, 
production and manufacture. 
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products, honey, maple products, tobacco and 
other agricultural products grown or produced on 
the farm.” 


As a result of the reorganization, the 
board is in a position to provide direc- 
tion in agricultural production and to 
safeguard, maintain and distribute sup- 
plies of feed, seed, fertilizers and other 
materials used in agricultural production 
and in the preparation and the conserva- 
tion of agricultural products. 

The board cooperates with the prov- 
inces, with producer organizations, with 
advisory committees representative of 
producer or trade organizations and 
with the various divisions of the Domin- 
ion Department of Agriculture. The 
board is concerned only with such pro- 
posals for production programs as arise 
out of wartime needs. The carrying for- 
ward of the specific programs to farmers, 
however, is recognized by the board as 
the function of regular departmental 
services cooperating with provincial au- 
thorities and producer organizations. 

The problems and responsibilities faced 
by the board vary. At different times it 
has encouraged increased output of 
various products—fibre flax, vegetable 
seeds, flaxseed, dairy products, hogs, 
and eggs. It has encouraged the pro- 
duction of new crops—rapeseed and 
sunflower seed. It has assisted financially 
in the movement of supplies to areas 
where they were needed, as in the case of 
feeds. As war developments cut off 
countries from which materials were 
formerly imported, it encouraged the 
search for new sources and substitutes, 
such as certain fertilizers and _pesti- 
cides. 

Since its inception, the board has 
been active in the control of exports of 
such commodities as are required within 
Canada for agricultural purposes and 
consumption. During the first 18 months 
of the war, control over exports was 
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exercised by a separate order-in-council 
for each commodity, and applications 
for export permits were made to the 
board directly. In April 1941, export 
control measures were consolidated and 
put under the jurisdiction of the Export 
Permit Branch of the Department of 


~ Trade and Commerce. The Agricultural 


Supplies Board? passes on all applications 
for licenses received by the Permit 
Branch for the export of any of the com- 
modities which have been brought under 
export control on the board’s recom- 
mendation. Some of these products are 
millfeeds, fertilizers and seeds. 

The task of administering exports of 
foodstuffs to the United Kingdom during 
the first year of the war expanded to the 
point where it was necessary to set up 
specialized agencies. Three boards have 
been established to deal with specific 
products or groups of products and to 
administer export contracts with the 
United Kingdom Food Ministry. These 
were the Meat (Bacon), Dairy Products, 
and Special Products Boards. 

Meat Board (Bacon). This board, con- 
sisting of four members and a secretary- 
manager, as well as an advisory commit- 
tee of eight, came into being on December 
20, 1939 and commenced operations Janu- 
ary 20, 1940. The board was established 
when it became known that the British 
Ministry of Food preferred to deal with 
single agencies when entering into bulk 
purchase agreements. 

The board has played an active part 
in the negotiation of bacon contracts 
made with the British Ministry of Food 
and has supervised the carrying out of 
contract commitments. Over different 
periods of time this has necessitated 
extensive control over the entire hog 
industry; such as marketing, processing, 
storage, transportation, and domestic 


3 The Foods Administration of the Wartime Prices 
and Trade Board also has similar jurisdiction over the 
export of specified foodstuffs. 
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distribution. The board delivers bacon 
to the British Food Ministry at Canadian 
seaboard where the Ministry assumes 
responsibility for shipping and distribut- 
ing to the British consumer. 

On June 3, 1943, the Bacon Board 
was reconstituted by order-in-council 
and became known as the Meat Board. 
Though the change did not affect per- 
sonnel, additional responsibilities with 
respect to export of beef and other meats 
were assigned under the new arrange- 
ment to the Meat Board, acting on 
behalf of the Agricultural Food Board. 
This transition was accomplished smooth- 
ly as no change of personnel was in- 
volved and all orders and requirements 
of the Bacon Board remained in effect, 
though some were later superseded by 
action of the Meat Board. 

At present the chief responsibility of 
the Meat Board is to supervise the de- 
livery of bacon, beef and other meat 
products to the United Kingdom. One 
of the specific purposes of the broader 
powers granted to the board was to 
make possible the implementation of 
arrangements necessary for the support 
of beef prices. The board, by accumulat- 
ing stocks of surplus beef for export to 
the United Kingdom, in effect places a 
floor under domestic cattle prices. 


The board regulates the export of 
meat (to that end arranging with or 
requiring any packer or other person to 
ship and deliver meat of a specified 
kind, quantity and quality); it regulates 
the storage of meat; it determines the 
prices paid to packers or to others for 
meat delivered for export; it establishes 
differentials in prices that are paid for 
official grades, selections and weights of 
various kinds of meats; and it inspects 
meat delivered at seaboard. The board 
also has the power to prescribe minimum 
prices paid for livestock by packers and 
others. 
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Dairy Products Board. This board, 
having a membership of three (a chair- 
man and two members) and a secretary, 
was established in May 1940. It was 
organized in conformity with the pro- 
visions of the original cheese agreement 
(May 28, 1940) between the Canadian 
and British governments. It was given 
the power to make all arrangements for 
the export of cheese and other dairy 
products when and as required by the 
British Ministry of Food. 

This board, like the other commodity 
boards, regulates and arranges for export 
(of dairy products) to the British Min- 
istry of Food. It determines prices and 
price differentials to manufacturers or 
exporters. The board, through the 
existing Department of Agriculture facili- 
ties, inspects dairy products and has the 
power to reject products of poor quality 
for shipment to allied countries. It can 
and has required exporters or manu- 
facturers to store for future delivery and 
to give priority to delivery of cheese for 
Britain. Some of its other powers include 
the right to require periodical returns; 
to license manufacturers and importers; 
to determine the quantity of any dairy 
product owned or held by any person. 
It has purchased butter at specified 
minimum prices and has allocated sup- 
plies for home and export consumption. 


Special Products Board. This board, 
consisting of three members, was or- 
ganized in April 1941. The need for such 
a board arose out of the British request 
for Canadian eggs. As in the case of the 
Bacon and Dairy Products Boards, the 
British Ministry expressed the desire to 
deal with a single agency. But as there 
were also other agricultural products 
which could best be handled through a 
board, it was decided to set up a Special 
Products Board. This agency was to 
deal with export orders for eggs, poultry 
and any other agricultural product, 
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processed or unprocessed, which did not 
come under the Dairy Products Board 
or the Bacon (Meat) board. 

Like the other boards, the Special 
Products Board has powers to require 
anyone to deliver needed products at 
seaboard and to store them if necessary. 
It determines the prices to be paid for 
these products. The purchase price and 
all costs except administration must be 
met out of payments received from the 
United Kingdom Government. 

The powers of the board were extended 
on March 20, 1942, to include agree- 
ments with governments other than the 
United Kingdom. It may now deal with 
any government or representative of any 
government in the British Empire or 
any nation allied with Great Britain in 
the present war. 

The board has been divided into five 
sections: Poultry Products, Fruit and 
Vegetables, Flax Fibre, Field and Vege- 
table Seeds,‘ and Certified Seed Po- 
tatoes Section. Each section has a 
manager responsible for negotiating and 
fulfilling export agreements. 

Committees, Administrators and Advisors. 
The Agricultural Supplies Board es- 
tablished, at the beginning of the war, 
a number of special committees to deal 
with such specific problems as_ seed 
supplies, fertilizers, pesticides, and apples. 
The Seed Supply Committee was to 
ensure during the war period adequate 
supplies of seed for field and garden 
crops, to promote the use of better seed 
for efficient production, and to conserve 
supplies. The Fertilizer Supply Com- 
mittee’s task was to ensure adequate 
supplies of fertilizer materials by recom- 
mending, in case of necessity, measures 
to prevent export of materials now in 
Canada; by seeking new sources of 
chemicals cut off by war; by encourag- 
ing the more efficient use of fertilizers; 


‘Including the Seed Export Office. 
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and by endeavouring to keep prices 
from rising higher than unavoidable 
costs might warrant. The Pesticide 
Supply Committee was to ensure and 
conserve adequate supplies of chemicals 
essential in the control of insect pests 
and disease. The National Apple Ad- 
visory Committee, composed of repre- 
sentatives from the principal commercial 
apple districts of Canada, acted in an 
advisory capacity to the Agricultural 
Supplies Board and aided in formulating 
apple marketing policies which were 
put into effect by Dominion and Pro- 
vincial Departments of Agriculture. 

These committees were later reor- 
ganized. Administrators were appointed 
for seeds, for fertilizers and pesticides, 
and for flax fibre. A feeds administrator 
was appointed in October 1941 because 
of the growing importance of animal 
and poultry feeds due to increasing 
animal products commitments to the 
United Kingdom. These administrators 
are responsible to the Agricultural Sup- 
plies Board insofar as their main work 
is ensuring supplies. In addition, they 
were named by the Wartime Prices and 
Trade Board as administrators of the 
price ceiling policies applying to their 
respective products. 

Technical workers were seconded to 
the board—an economic adviser, a tech- 
nical adviser on fruit and vegetable 
processing, and a technical adviser on 
equipment and containers. The latter 
acts as a liaison officer between the 
Agricultural Supplies Board and _ the 
appropriate administrators of the War- 
time Prices and Trade Board, and be- 
tween the Supplies Board and the Ad- 
ministrator of Farm and Construction 
Machinery and Municipal Service Equip- 
ment of the Department of Munitions 
and Supply. 

Agricultural Food Board. From the out- 
set, action was taken by the Dominion 
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Government to prevent duplication of 
effort. Where possible the various boards 
had reciprocal membership arrange- 
ments. Thus two members of the Agri- 
cultural Supplies Board are also members 
of the Wartime Prices and Trade Board. 
In practice, however, some overlapping 
tended to develop between the Wartime 
Prices and Trade Board and the De- 
partment of Agriculture in regard to 
the production and distribution of agri- 
cultural products. To eliminate this 
overlapping, the Minister of Finance 
made a statement in February 1943 in 
the House of Commons clarifying the 
division of authority between the War- 
time Prices and Trade Board and the 
Department of Agriculture. The de- 
partment was made responsible for en- 
suring adequate production of agri- 
cultural commodities, for the diversion of 
necessary food products to the armed 
forces and other priority users, and for 
presenting to the Privy Council recom- 
mendations for producers’ subsidies. ‘To 
do this job, a new board was formed. 


An order-in-council, establishing the 
Agricultural Food Board, was passed 
on the first day of March 1943. By this 
order and under agreement between the 
Ministers of Agriculture and Finance 
the Department of Agriculture assumed 
the above new responsibilities relative 
to the supply and distribution of food 
products. Briefly, the board, in co- 
operation with the Agricultural Supplies 
Board, develops and directs the policies 
of the Department of Agriculture for 
the wartime production of food. It 
provides a medium for cooperation be- 
tween the Department of Agriculture 
and the Wartime Prices and Trade 
Board in all matters pertaining to agri- 
cultural production, price adjustments 
and subsidies. Its job is to coordinate 
the activities of all commodity boards 
established under the Department of 


Agriculture. The Food Board is em- 
powered to direct the diversion of 
domestic food products produced in 
Canada for filling export contracts, 
meeting the requirements of the armed 
forces in Canada and supplying the 
nation’s deficient areas. The main 
activities of the board to date have 
centered around the problems of pro- 
duction and supply of dairy products, 
beef, berries for jam and canning crops. 
Wherever it was determined that the 
required supplies could not be brought 
forth under the existing price structure, 
the board in cooperation and consulta- 
tion with other boards initiated subsidy 
programs. In 1943 the Food Board 
alone paid out $23.3 million in subsidies 
on dairy products, berries for jam and 
canning crops. 

Agricultural Advisory Committee. At the 
same time, with the establishment of the 
Food Board, an advisory committee was 
set up for maintaining closer relations 
between the Dominion Department of 
Agriculture and those bodies throughout 
Canada immediately concerned with 
agricultural production problems and 
programs. The membership of the com- 
mittee consists of one member from each 
of the nine provinces and three members 
of the Canadian Federation of Agri- 
culture. The president of the Federation 
acts as chairman of the committee. 

Agricultural Division of the Nattonal 
Selective Service. The agricultural labour 
situation became increasingly acute dur- 
ing the first two years of war as a result 
of a substantial exodus of farm workers 
from agriculture to the armed services 
and war industries. Canada’s total 
manpower problem became one of equit- 
ably allocating scarce supplies of labour. 
To cope with this problem, a new over- 
all agency was set up—the National 
Selective Service.’ It was evident that 


+ The placement and movement of farm labour prior 
(Footnote 5 continued on page 174) 
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an important feature of the National 
Selective Service policy would have to 
be the control of the movement of 
labour from agriculture and the formu- 
lation of programs to provide the neces- 
sary workers for farms. ‘To implement 
this feature the Agricultural Division 
was established. 

Farm labour policies are devised, 
considered and decided upon by the 
National Selective Service Advisory 
Board. The board consists of repre- 
sentatives of agriculture, labour and 
industry, as well as of the Dominion 
Departments of Agriculture, Labour, 
Finance, Munitions and Supply, Na- 
tional Defense, and the Wartime Prices 
and Trade Board. Further consideration 
of farm labour policies and their imple- 
mentation are given by the National 
Selective Service Administration Board 
and by the Agricultural Division. 


Active farm labour recruiting and 
placement programs have been devel- 
oped through the medium of dominion- 
provincial Agreements negotiated be- 
tween the Dominion Department of La- 
bour and each of the nine provinces. A 
dominion-provincial farm labour com- 
mittee has been set up in each province. 
Each committee is made up of officials 
representative of the provincial depart- 
ment of agriculture and the regional of- 
fice® of the National Selective. These 
committees work out the details of a farm 
labour program for their particular 
provinces. The main responsibility of 


(Footnote 5 continued from: page 173) 

to the outbreak of war was the responsibility of the provinces 
and was administered through the provincial employment 
offices. These offices, by agreement with the provinces, 
were taken over by the Dominion and administered by the 
Unemployment Insurance Commission in 1941. When the 
National Selective Service was organized in 1942, the 
offices of the Unemployment Insurance Commission were 
used to carry out the new policies in respect to the ad- 
ministration of employment controls. The present program 
applies to the whole labour force, active and potential, and 
is designed to secure its most effective distribution both 
within industry and among industry, agriculture and the 
armed forces. 


administering such programs rests with 
the province. In each province, agri- 
cultural field men, local farm labour 
production committees and, in many 
cases, municipal officials work in close 
cooperation with local employment and 
selective service offices.’ 

The farm labour activities of the em- 
ployment and selective service offices 
have been coordinated closely with the 
activities carried on under provincial 
administration through the appointment 
of agricultural employment advisors in 
each region of the National Selective 
Service. 

Wartime Prices and Trade Board. <A 
notable contribution to the wartime 
program on the home front was the 
creation of the Wartime Prices and 
Trade Board. It was established on 
September 3, 1939 and its activities 
affect every individual and industry in 
the country. 

The function of the board is to assure 
reasonable prices and equitable dis- 
tribution of all civilian goods and serv- 
ices. The board’s powers have gradually 
been extended until today it exercises 
legal authority over prices of goods and 
services of every kind. It has the power 
to control the supply of all goods and 
services other than war materials and 
supplies. Its applications to agriculture 
are in the fields of domestic price control 
and equitable distribution of farm pro- 
duce. 

Broadly speaking, the board is re- 
sponsible for price control, distribution 
and imports, rationing at consumer 
levels, for estimating and defining the 
over-all domestic needs for foods and 

6 Canada has been divided into 5 regions for this 
purpose: the Maritime provinces, Quebec, Ontario, the 
Prairie provinces and the Pacific. 

7 One of the activities of these field men, municipal 
officials and local committees is to provide information to 
mobilization boards regarding the essentiality of farming 


activities of men applying for postponement of military 
service. 
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for consultation with other government 
departments or agencies. With regard 
to food products the board establishes 
trading margins and consumer prices, 
whereas the Department of Agriculture is 
responsible for production and exports 
within the framework of the existing 
price ceiling structure. 

The board has appointed its own ad- 
ministrators. However, in a number of 
important instances, it operates wholly 
or in part through previously constituted 
authorities. In the case of agriculture, 
these include the Canadian Wheat Board, 
the Meat Board, the Dairy Products 
Board, the several administrators of 
the Agricultural Supplies Board, and 
the various provincial milk control 
boards. The board also maintains close 
contact with the central authorities in 
the field of agriculture through reciprocal 
representatives. 

To administer effectively maximum 
wholesale and retail prices and to assure 
a satisfactory distribution of foodstuffs 
from producers to dealers, to processors, 
to manufacturers and ultimately to con- 
sumers, it became necessary to set up a 
foods administration under the board. 

The Foods Administration. ‘The Foods 
Administration is headed by a coordina- 
tor. Under him there are three deputy 
coordinators, and sixteen administra- 
tors, each of whom is in charge of a 
related group of food commodities. There 
are one or more advisory committees 
attached to practically every adminis- 
trator. The primary products group 
includes meat and meat products, dairy 
products, fish and fish products, fresh 
fruits and vegetables, processed fruits and 
vegetables, feeds, seeds, and fertilizers. 

The Foods Administration administers 
Wartime Prices and Trade Board policy 
in relation to all foods. This includes 
recommendations relating to subsidies 
(other than direct producer subsidies), 


the equitable distribution of goods in 
short supply and rationing. 

The Foods Administration and the 
various boards set up by the Department 
of Agriculture cooperate in formulating 
and administering policy. Department 
of Agriculture officials, as previously 
stated, act as joint administrators for the 
Foods Administration and the Agri- 
cultural Supplies Board, for feeds, fer- 
tilizer and pesticides and seeds etc. 
Wherever possible, the functions of each 
group of agencies is set out clearly so 
as to avoid duplication. 

Requirements and Allocation Division. As 
the problems of food allocation and dis- 
tribution among the armed services, allies 
and domestic population became more 
complex, the Foods Administration es- 
tablished a Requirements and Alloca- 
tion Division. This division makes 
recommendations to the board and 
through the board to the Food Require- 
ments Committee (an inter-departmental 
body referred to later) on the allocation 
of domestic food supplies to all claimants. 
It endeavours to achieve, in cooperation 
with the other government agencies 
concerned, a systematic balancing of 
different and competing claims upon 
supplies, and to establish, with the 
assistance of the Advisory Committee on 
Nutrition, satisfactory nutritional stand- 
ards to be used as a basis for production 
plans and for rationing. 

There are several other agencies in 
addition to the Foods Administration 
operating as representatives of the War- 
time Prices and Trade Board. These 
are as follows: 

Commodity Prices Stabilization Corpora- 
tion. The Wartime Prices and Trade 
Board, which is responsible for all sub- 
sidies except those paid to agricultural 
producers, established the Commodity 
Prices Stabilization Corporation Limited 
to administer the payment of subsidies, 
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some of which are to help stabilize farm 
costs. It has the power to determine the 
conditions under which subsidy appli- 
cations are to be made, to investigate 
the applicants’ costs, prices, profits and 
inventories, to examine books and records 
and to prescribe application forms. Sub- 
sidies are paid in one of two ways: (1) 
by financing trading losses incurred by 
the corporation in some of its bulk pur- 
chases, and (2) by giving direct pay- 
ments to producers, importers or dis- 
tributors. 

Wartime Food Corporation. A subsidiary 
of the Commodity Prices Stabilization 
Corporation, the Wartime Food Cor- 
poration Limited, was established in 
May 1942 when a tight supply situation 
developed on the beef cattle market. 
The corporation was empowered to buy 
beef cattle from exporters in periods of 
short supply and resell them on the 
domestic market at prices consistent 
with the wholesale ceiling beef prices. 
It was reorganized in the fall of 1943 to 
ensure a reasonable supply of staple fresh 
fruits and vegetables. It has power to 
arrange for imports, to purchase supplies 
when necessary and to control distri- 
bution, especially shipments from surplus 
areas to deficiency areas. It also ad- 
ministers certain subsidies in the fruit 
and vegetable field. With reorganiza- 
tion, primary producers and organized 
labour got direct representation on the 
board of directors. 

Canadian Wheat Board. ‘This board 
acts as administrator of grains for the 
Wartime Prices and Trade Board. It 
was created by the Dominion Govern- 
ment in July 1935 for the purpose of 
maintaining stable prices. It buys and 
sells grains, regulates delivery and stor- 
age, and administers prices. 

Canadian Wool Board. This board, set 
up in March 1942, acquires, collects, 
sells and otherwise deals in domestic 


and foreign wool. ‘The reason for or- 
ganizing the board is found in the text 
of the order-in-council: 

“Due to the potential endangering of the 
supply of wool for Canadian requirements, 
it is deemed to be in the national interest 
to regulate the acquisition, conservation and 
distribution of domestic and foreign wool and 
related products, and to increase the pro- 
duction of wool in Canada by assuring to 
sheep growers a stable market at known 
prices for all production of wool during the 
present war and one producing year there- 
after.” 

It acts as an agent for the Wartime Prices 
and Trade Board in the purchase and dis- 
tribution of the domestic clip, for use, as 
deemed wise, in either military or civilian 
consumption. The board is also giving 
major attention to ways and means of 
improving wool and popularizing the 
domestic product with the Canadian 
manufacturer. 


Agricultural Olyectives Program 

In December 1942 and each year since, 
national production objectives were an- 
nounced by the Dominion Government 
for the ensuing year. Behind this an- 
nouncement of goals there lay, on the 
one hand, the prewar experience of the 
Department of Agriculture in providing 
marketing information, including an agri- 
cultural outlook service and, on the 
other hand, a series of special wartime 
conferences called for the purpose of 
developing agricultural programs. 

The agricultural objectives program 
represents an interdepartmental effort. 
It is supervised by a central committee 
responsible to the Agricultural Supplies 
Board and functions through a group of 
sub-committees which prepare reports 
to be used as a basis for the individual 
commodity objectives. Preliminary ob- 
jectives are submitted to provincial de- 
partments of agriculture and are ap- 
proved at a national conference by 
representatives of the Dominion and 
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Provincial Departments of Agriculture 
and the Canadian Federation of Agri- 
culture. 


Interdepartmental Agencies 


Each of the agencies described so far 
has its specific job in rounding out the 
food policy. However, no one agency 
can go ahead on its own in determining 
a policy without regard for other gov- 
ernmental bodies. As a matter of fact, 
the representatives of various depart- 
ments and agencies in government found 
that in practice frequent exchanges of 
opinions were necessary in the formula- 
tion of agricultural policies. This is 
especially important when Canada’s food 
commitments to the United Nations are 
being determined in relation to her own 
production capacity, domestic price ceil- 
ing, and essential requirements of foods 
for domestic consumption. 


Food Requirements Committee. In order 
to facilitate this cooperation among the 
various governmental bodies and to 
centralize the sources from which’ in- 
formation was issued, an over-all co- 
ordinating and advisory agency, the Food 
Requirements Committee was set up in 
October 1942, along with a Commodity 
Subcommittee. 

The committee is composed of repre- 
sentatives of the Departments of Agri- 
culture, External Affairs, Finance, Fish- 
eries, Trade and Commerce, Pensions 
and National Health, and the Wartime 
Prices and Trade Board. This com- 
mittee acts in an advisory capacity on 
matters affecting food supply referred to 

it by the Cabinet War Committee, or by 
any of the departments and agencies of 
government. It considers all major 
questions of policy connected with food 
production, supply, imports and exports. 
Thus it determines policy in regard to 
coordinating Canada’s export commit- 
ments to the United Nations with do- 
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mestic food needs, food production, price 
ceiling and the other factors which must 
be taken into account to ensure a bal- 
anced war effort. Recommendations 
are made on matters concerning ex- 
ternal trade in food such as agreements, 
allocations, embargoes or other export 
and import restrictions. 

Today all exports from Canada are 
subject to review by the Food Require- 
ments Committee and the External 
Trade Advisory Committee. Both of 
these bodies deal with trade problems on 
the policy level. The Food Require- 
ments Committee also supervises prep- 
aration of such information on Canada’s 
food position as it furnishes the Com- 
bined Food Board in Washington. It 
acts as the liaison agency between Canada 
and the Combined Food Board. 


Provincial Agencies 


Since the outbreak of the war in 
September 1939, each of the nine prov- 
inces has set up its own organizations 
to cope with new agricultural problems— 
type of production program, availability 
of farm supplies, and shortage of farm 
labour. The work of these organizations 
received additional impetus after a pro- 
cedure to arrive at production objectives 
was established in the fall of 1942. These 
objectives were presented for approval 
to representatives of the provincial de- 
partments of agriculture and_ repre- 
sentatives of the farm organizations. 
After total objectives were accepted, it 
became the responsibility of provincial 
authorities to organize, within their own 
boundaries, effective machinery for their 
attainment. There is no Dominion 
Extension Service comparable, say, to 
the United States Department of Agri- 
culture Extension Service. The Domin- 
ion Department of Agriculture field 
staff, located in the various provinces, 
cooperates with the provincial agricul- 
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tural representatives (county agents) in 
explaining the application of the ob- 
jectives established in the agricultural 
production programs. Although the 
means adopted in the various provinces 
differed considerably, there was in all 
instances some concerted effort directed 
toward achieving necessary adjustments 
and the required increases in production. 
In practice this was effected through 
provincial agencies known as the “Agri- 
cultural Advisory Committee,” the “‘Ag- 
ricultural Production Committee,’ and 
provincial local groups such as the “‘In- 
tensive Production Committees,” the 
‘County Agricultural War Committees,” 
‘Farm Service Force,” ‘‘Win the War 
Committees,” and “Farm for Victory 
Committees.”” These committees con- 
sist of local farmers, local organizations, 
farm women groups and municipal 
councils. In many cases the agricultural 
representatives act as secretaries of the 
committees. The functions of these com- 
mittees are; to explain the production 
program, to apply it, if possible, to the 
individual farms, to bring about a maxi- 
mum use of all farm machinery and 
equipment, and to bring about an effec- 
tive distribution and use of available 
manpower. Each of the provinces has 
used the radio and press to give wide- 
spread publicity to the production pro- 
gram. 


International Cooperation 


As the Germans overran Europe and 
the Japanese expanded in the Pacific 
the need for a coordinated agricultural 
production program was recognized by 
Canada and the United States. Action 
first taken in the fall of 1941 was in- 
tensified after December 7, 1941. 

Joint Economic Committee, United States 
and Canada. An agricultural subcom- 
mittee of the Canada-United States 
Joint Economic Committee was or- 
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ganized in the late fall of 1941. Its 
functions were to deal with the present 
and postwar problems of agricultural 
adjustment in the United States and 
Canada. Attention was first directed 
to the specific current problems that 
pressed for immediate attention. A 
series of resolutions and recommenda- 
tions affecting the production and trade 
in vegetable oils, fats, feed grains, po- 
tatoes and starch, and relating to the 
movement of farm machinery and labour, 
were presented to the Joint Economic 
Committee. | These recommendations 
were approved by the committee and by 
the two governments, and steps were 
taken to put them into effect. With the 
establishment of other and more direct 
means for collaboration between the 
respective departments of agriculture in 
the United States and Canada the 
Economic Subcommittee ceased activi- 
ties. 

Announcement of the establishment of 
the Canada-United States Joint Agri- 
cultural Committee was made simul- 
taneously in Ottawa and in Washington 
on March 16, 1943. The new com- 
mittee was to keep agricultural and food 
production and distribution in_ these 
two countries under continuing review, 
in order to further such developments 
as may be desirable in reference to those 
phases of wartime agricultural and food 
programs that are of concern to both 
countries. The committee was made up 
of two. sections—a Canadian Section 
and a United States Section. It held 
several meetings and played a part in 
developing and coordinating produc- 
tion activities in the two countries prior 
to the admission of Canada to member- 
ship in the Combined Food Board. 

Combined Food Board. Canada, along 
with the United- Kingdom and _ the 
United States, is a member of the Com- 
bined Food Board. ‘The general pur- 
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pose of this board is to provide a com- 
mon forum in which the three member- 
nations may discuss jointly problems of 
mutual concern and develop mutually 
acceptable recommendations respecting 
allocation, production, procurement, and 
international distribution of available 
food supplies for presentation to their 
respective governments. Its purpose is 
not to assume authority or operating 
responsibility but to provide authorities 
and operating officials of member gov- 
ernments with programs in which all 
possible international differences of opin- 
ion have been reconciled. This board 
ceoperates with the London Food Coun- 
cil. 
Summary 

A country at war finds its production, 
distribution, consumption and price prob- 
lems aggravated by economic develop- 
ments quite unlike those prevailing in 
peace times. Total war is accompanied 
by increased governmental expenditures, 
higher taxes and larger borrowings; the 
allocation of material and human re- 
sources can no longer be left solely to the 
pricing system and free play of economic 
forces. The “semi-automatic” price and 
profit mechanism must be supplemented 
by governmental action to bring about 
necessary coordination. ‘The extent to 
which governments become involved in 
controls of one kind or another is de- 
termined, however, by the degree of 
democracy prevailing. ‘There must, in 
any case, be some exercise of authority if 
chaotic conditions are to be avoided. 

The transition from peace to war in 
an agricultural economy is accompanied 
by many necessary adjustments. These 
adjustments, slow under ordinary con- 
ditions, must be speeded up when war 
dominates the nation’s economy. To 
accomplish this purpose the Canadian 
government established the various agen- 
cies outlined in this paper. The purpose 
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of these agencies has been to husband 
resources and to guide agricultural pro- 
duction and distribution along desired 
channels so that the maximum quantity 
of essential farm products is produced. 
At the national level the government 


established, within the Department of 


Agriculture, certain agencies to assist 
in the development of policies. It also 
clothed these agencies with the necessary 
authority to administer the policies and 
programs adopted. These bodies in- 
clude the Agricultural Food Board de- 
signed to act as coordinating authority; 
the Agricultural Supplies Board to in- 
sure the provision of commodities es- 
sential to producers, and the Meat, Dairy 
Products and Special Products Boards 
to acquire and supervise the export of 
products required by the United King- 
dom and other Allied countries. In the 
conduct of their various functions these 
boards have used the existing facilities 
and personnel of the Department of 
Agriculture. They have also relied 
greatly upon the established trade, pri- 
vate and cooperative, for the conduct of 
trading operations. ; 

With regard to prices, there are two 
important groups to be considered—the 
producer and the consumer. Agricultural 
products—food to the consumer—are but 
a part of the total volume of commodities 
and services for which prices must be 
determined. To deal with all of these the 
government created a single body, the 
Wartime Prices and Trade Board. The 
board, in turn, provided a Foods Ad- 
ministration to deal with prices, alloca- 
tions, distribution, and consumption of 
food products. Liaison between the board 
and the Department of Agriculture has 
been maintained through the appoint- 
ment of joint administrators. 

In the international field Canadian 
agriculture has been represented by 
membership on the Combined Food 
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Board and its various committees at 
Washington. To deal with allocations 
at the policy-making level an_ inter- 
departmental group known as the Food 
Requirements Committee was estab- 
lished. Between the United States and 
Canada coordination of production has 
to be aided by the adoption of policies 
recommended by joint agricultural and 
economic committees. 

In the administration of policies affect- 
ing agriculture Dominion authorities 
have had the generous support of pro- 
vincial departments and colleges of agri- 
culture. This has been effected through 
frequent conferences, the development 
of agricultural objectives and by other 
means. In carrying the program to 


farmers and to those engaged in the 
marketing of products the various farm 
and trade organizations, particularly the 
Canadian Federation of Agriculture, 
have played an important part. Ad- 
visory committees on which representa- 


tives of these bodies serve have been 
effective in aiding the development of 
sound policies and in insuring their 
acceptance. 

Because of the relative inexperience 
of the numerous boards, committees 
and administrators, because of the size 
of the job, because of the limited time 
available, mistakes were made and dupli- 
cation of effort occurred. From time to 


time some of the boards worked at cross 
purposes (this of course being more 
serious than duplication of effort). Not 
all the boards and committees were 
equally effective and efficient. Not all the 
boards could adhere strictly to their terms 
of reference because they had to meet 
problems not foreseen when they were 
established. This has been remedied on 
the whole as boards and committees 
were reorganized, terms of reference 
redefined, and coordination of boards’ 
activities implemented. 

The enumeration of these various 
means of regulating the Canadian econ- 
omy in wartime suggests a high degree of 
regimentation and control. It is true 
that control has been exercised, and 
effectively too, in the matter of prices. 
There has also been some direction— 
and there have been certain restrictions 
—in the matter of marketing and dis- 
tribution. But as far as the production 
activities of the individual farmer are 
concerned, there has been no regimenta- 
tion. Farmers have been free to operate 
their farms as they have seen fit. They 
have been influenced in their decisions, 
however, by government policies and 
programs made effective through sub- 
sidies, minimum prices and assistance 
in various forms. To these incentives the 
response both as regards adjustments and 
volume of output has been very great. 
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Further Comments on the 1944 NARUC Report 


(T. R. Agg and E. W. Morehouse also comment in August 1945 issue, this Journal.) 
By SAMUEL FERGUSON* 


MY BASIC complaint against the NARUC 
Report is as to its effort to combine 

into a single question two separate and 
distinct problems. This results in confusion 
with distorted definitions and _ practical 
difficulties. It substitutes a process of 
“amortization” which has never received 
legal sanction for “depreciation” which has 
received such sanction; but with the use of 
the latter word in its text to cover the al- 
ternative practice actually recommended. 

The two problems are: (1) providing a 
method whereby the users of service shall 
be assessed the cost of physical plant con- 
sumed over a period of years in rendering 
service; and (2) according an equitable 
treatment to money paid in by customers for 
this purpose and held by the company pend- 
ing the retirement of the corresponding 
physical property. The report is based on 
the assumption that both problems are 
equitably solved by establishing ‘‘cost less 
depreciation reserve” or so-called “‘net prop- 
erty” as a rate base even though thereby 
certain gross inequities, untenable assump- 
tions and practical difficulties have to be 
overlooked or disregarded. 

In this discussion I shall not concern myself 
. with the labored definitions and erroneous 
assumptions by which the report seeks to 
justify the “‘net property” concept as solving 
both problems but shall confine myself to 
the fundamental inequity of the concept 
and to the inducement to premature and 
uneconomic replacements inherent in the 
“net property” concept. 


Resultant Inequity 


The rapid growth of the industry has ob- 
scured the fact that equity to investors does 
not follow from the deduction of the reserve. 
This inequity, however, is obvious if the 
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problem is simplified by considering the 
case of a static company. Some will try to 
brush this aside as an academic example but 
I think most will concede that we must 
recognize the future inevitability of such a 
situation and the fact that in lesser, but ma- 
terial, degree the same situation exists in 
any company in any year when the credits 
to the reserve exceed the additions to prop- 
erty. This last situation was reported for the 
industry as a whole for 1942 in the Federal 
Power Commission release of November 
1943 entitled Financial Record of the Electric 
Utility Industry 1937-1942, and has continued 
to an increasing degree in the following 
years of 1943-44. 


Example of Straight Line Depreciation Applied to 
a Static Company 


Assume a property costing $1,000,000. 

Assume 6% to be considered a fair return rate, 
i.e. $60,000: 

Assume after 10 years that a depreciation reserve 
of $200,000 has been accumulated. 

Assume $600,000 of stock to have been issued. 

Assume $400,000 of 4% bonds to have been 


issued. 


Then initially the $60,000 of permitted earn- 
ings would have covered the required $16,000 
of bond interest and left the stockholders 
$44,000 for surplus and dividends. After 
the lapse of 10 years the “net property” 
concept requires that the rate base be re- 
duced to $800,000 and that the permitted 
earnings from operation be reduced from 
$60,000 to $48,000. If the cash reserve be 
invested in suitable securities carrying 2% 
interest the total company earnings would be 
$52,000 and the stockholders’ remainder 
$36,000 or only 82% of the former amount. 
The full fair return could not be restored 
until replacements had been made to the 
extent of the reserve. 
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It may be argued that the excess cash could 
earn more than 2%. Possibly so, but it must 
be remembered that the company is per- 
mitted to collect this fund for one specific 
purpose and one only, namely, to pay the 
cost of property consumed in the service of 
the public. It must be retained, available 
for this purpose, and hence investment op- 
portunities are limited as in the case of any 
trust fund investments. 

Protection of service requires the con- 
tinued existence of the reserve fund which 
negates the propriety of using same to 
liquidate outstanding securities. The Court 
in the Lindheimer case strongly condemned 
any attempt to compel customer to finance 
the property under the pretense of providing 
for depreciation. Such would be the result 
of using the case of the fund (which has been 
collected for the sole purpose of ‘‘maintaining 
the integrity of the investment for the service 
rendered’’) for the retirement of outstanding 
securities. The ownership of the $200,000 
reserve by the company is in no sense a 
return of principal to investors as it was paid 
in for a specific purpose, must be so used and 
cannot be paid over to the investor. 

In this example a 20% reserve has been 
assumed but the straight line method of de- 
preciation accounting must, as is specifically 
conceded on page 43 of the National Assocta- 
ciation of Railroad & Utility Commissioners Re- 
port for 1944, eventually result in a reserve of 
approximately 50% with a corresponding 
further decrease in the permitted return for 
a continued rendering of the same identical 
service and without any return of principal 
to the investors who furnished the capital. 

There is no justice in a concept which 
requires the investor to accept a smaller and 
smaller return as the reserve grows—nor is 
there any likelihood that a regulatory body 
would rule as fair a larger rate of return with 
the growth of the reserve. Any formula for 
regulation that is adopted must not depend 
solely on the growth of the industry to give 
it even the appearance of equity. 


Inducement to Uneconomic Retirements 


With regard to the inherent inducement 
to uneconomic replacements, I would call 
attention to the fact that at the close of the 
war there will be a material reduction in tax 
expense which should in most instances be 
applied to rate reductions but which under 
the “‘net property” concept may well be di- 
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verted into an increase of permitted earnings. 
The best way to show this is by a specific 
illustration. The Hartford Electric Light 
Company owns an old low-pressure steam 
plant built 40 years ago; the ages of existing 
turbines are from 25 to 30 years; total name- 
plate rating is 36,000 KW. The fuel con- 
sumption of this plant is very high (2.2 Ibs.), 
as compared to modern performances. The 
operation is, however, simple and extremely 
reliable. 

Its operation as an essential reserve has 
been limited to so few hours of operation 
per year during the past ten-year period 
that its efficiency is wholly immaterial. It 
is, however, an essential to rendering full 
continuous service and it fulfills all require- 
ments of a necessary reserve to the modern 
40,000 KW units which normally carry the 
load in a newer and efficient station. The 
old plant is carried on the books at its cost 
figure of $3,000,000. 

During its life the depreciation rates as 
charged by the company to expense have 
averaged in excess of 314% so that a proposal 
to scrap it as having been fully amortized 
and to replace it with a new and efficient 
unit has every appearance of reasonableness. 
The cost of such replacement would be 
$4,000,000 at today’s prices for an efficient 
high pressure unit. As of today the total 
original cost of all property of the company 
is approximately $40,000,000. The depre- 
ciation reserve stands at $10,000,000. 

Under the net property theory of rate base 
we would have: 


Case I 
Original Cost 
Depreciation Reserve 


$40,000,000 
10,000,000 
30,000, 000 
1,950,000 


If next year the plant were replaced by a new 
unit the situation would become: 


Case II 
Original Cost 
Depreciation Reserve 


$41,000,000 
7,000,000 
34,000,000 
2,210,000 


This situation offers a very great temptation 
to permit the economic waste involved in 
spending $4,000,000, without any corres- 
ponding benefit in lowered operating cost 
or increased capacity, because of the fact 
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that Case II permits of an increase in stock- 
holder return, i. e. 


Increased Permitted Earnings $ 260,000 
Less Interest at 3% on $4,000,000 


new money 120,000 


Increase in Owners’ Return 140,000 


The increase in customer payments must be 
greater than the $260,000 of increased earn- 
ings by reason of the necessity of collecting 
an added income tax (disregarding excess 
profits and excise taxes) plus depreciation 
on a greater investment, or a total in excess 
of $350,000. And all for no useful practical 
purpose. : 

If, on the other hand, the regulatory com- 
mission should use undepreciated cost as a 
rate base there would be no such temptation 
to benefit stockholders at the expense of 
customers by perpetrating an economic 
waste; and as the regulatory commission is 
the final arbiter of the figure (above the 
confiscatory level) as to what constitutes a 
fair return it is within its power to specify as 
fair, a lower percentage figure on an unde- 
preciated base than on a net property base 
to arrive at a dollar return which is fair in 


the light of all pertinent facts. 

If for example a lower return (X) on an 
undepreciated base was to be allowed in 
the two cases the increase of permitted 
return would be only X times $1,000,000; 
while the interest on borrowed money would 
be $120,000 as before or twice the permitted 


increase in earnings. This use of undepre- 
ciated cost as a rate base would therefore 
prevent uneconomic replacements, as there 
would have to be economic benefits effected 
before replacements could profitably be 
made. However, it does not in any way 
deter replacements which are economically 
beneficial. 

At the conclusion of the war it is reason- 
able to expect the elimination or reduction 
of the excess profits tax with a consequent 
material reduction in expense. 

If regulation uses actual cost as a rate 
base these savings will go primarily into 
rate reductions. If, on the other hand, “‘net 
property” (which is the aim of the NARUC 
report) is adopted, industry will be invited 
to make premature retirements as a legiti- 
mate method of applying the reduction in 
expense to increased earnings rather than to 
rate decreases. Undoubtedly many manage- 
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ments would resist the temptation—but 
why adopt a method which offers the in- 
ducement? 


Alternative Procedure 


The solution I advocate is to separate the 
problem of caring for depreciation from that 
of the equitable treatment to be accorded 
to customer payments held by the company 
for the purpose of covering retirements; and 
to solve each problem on its merits. 


As to the first, I would have the regulatory 
body fix the desirable size of the reserve: 
15 to 20% of fixed capital should (unless it 
be a freak case) be ample to protect both the 
customers’ service and the investors’ prop- 
erty. And next, I would have the regulatory 
body insist on the application of a simple 
formula by which the annual accruals would 
be determined from the historical data on 
the company’s books, which formula would 
be designed to create and maintain the 
reserve at the desired figure. The company 
to be permitted ‘no discretion relative to the 
annual application of this formula, once 
established. 

The foregoing method is simply to have 
regulation fix the desirable reserve size and 
then let nature take its course as to the 
amount of the annual accrual instead of the 
present usual method of estimating (from 
unpredictable probable service lives) some 
arbitrary annual accrual and letting nature 
take its course as to the resulting size of the 
reserve. 

As to the second problem, I would frankly 
recognize the fact that if customers’ money is 
used in the business it should be credited 
with equitable earnings out of the permitted 
return. The equitable amount of these 
earnings would be specified by the regula- 
tory commission with recognition by it of 
the fact that the company may obtain its 
necessary funds for expansion elsewhere if an 
undue share of the earnings shall be allo- 
cated to the senior money constituting the 
assets corresponding to the reserve liability. 


Conclusion 


The whole problem of depreciation ac- 
counting is made complex only by reason of 
the effort to combine these two before-de- 
fined problems. If each is treated frankly 
and openly on its own merits there will be 
an opportunity for public opinion to become 
crystallized as to equitable procedure and 
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to exert its inevitable pressure. Under 
present conditions no one but an expert is 
able to even understand the controversy 
and very few realize that the “net property” 
concept means an arbitrary “write-down” 
of the fixed property account. This “‘write- 
down” is identical but in the reverse of those 
property “‘write-ups” of past years which 
public opinion has today so positively con- 
demned as to bring about retroactive cor- 
rections. 

Everyone is in agreement that the cost of 
plant consumed in the course of years is an 
expense of rendering service that must be 
recognized. Everyone is in agreement that 
an allowance for this cost must be covered 
in the rates which the company is permitted 
to charge for service. Everyone is in agree- 
ment that the company receives as cash the 
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customer payments made in accordance with 
permitted rates. 

The difference of opinion stems from the 
question of the treatment to be accorded to 
those amounts which the company is per- 
mitted to collect from customers for this 
particular purpose prior to corresponding 
property retirements. No solution or agree- 
ment is possible so long as the two problems 
are treated as one and camouflaged by the 
plausible sounding phrases contained in the 
NARUC report. 

The NARUC report recommends the 
amortization of capital under the pretense 
of accounting for depreciation. If such 
amortization is to be legalized and adopted 
as a public policy, let such policy be openly 
argued on its merits rather than to be 
brought about by indirection. 


Postwar Planning Survey at Anderson, §, C. 


POPULAR interest in postwar planning 

waxes and wanes with the fortunes of war, 
but for some time much serious thought has 
been given to public and private planning to 
avoid heavy unemployment after victory is 
won. It is widely recognized that the shift 
from war to peace will involve many difficult 
problems and that there is a real danger of 
considerable unemployment after, as well as 
during the reconversion period. The pro- 
longed existence of large-scale unemploy- 
ment in the 1930s, with the resulting lack of 
opportunity for farm youth to move to the 
cities and find jobs, demonstrated to every 
segment of our economy the importance of a 
high level of employment. The war has 
brought sorrow and hardship to millions 
but it has virtually wiped out unemployment. 
Many people and organizations are studying 
ways and means of keeping a high level of 
employment after the war and some groups 
are drawing up positive plans of action. 

It is not within the scope of this paper to 
discuss the economic theories involved in 
postwar planning nor to describe the work 
being done by national, regional, and state 
organizations and by individual business and 
manufacturing establishments. It is suffi- 
cient to note that federal and state agencies 
and a number of private organizations have 
been carrying on postwar planning activities 
for more than a year. A major phase of 
these activities has been and is the procuring 


of economic data and estimates which can 
serve as reasonably sound bases for the 
planning of private and public employment- 
producing activities to be put into operation 
as soon as they are needed after the war. 
The United States Chamber of Commerce 
and the recently organized Committee for 
Economic Development have done much to 
point out to business men and industrialists 
their responsibilities and opportunities for 
helping prevent postwar unemployment and 
have urged industries and municipalities 
to do their utmost to foresee and forestall 
postwar situations which might bring about 
unemployment. Firms, industries, and 
municipalities have already made economic 
self-surveys as points of departure in post- 
war planning; and it is likely that others will 
follow suit. 

The purpose of this paper is to describe 
and analyze the methods used and some of the 
results obtained in an economic survey of 
an agriculturally-based manufacturing city. 
Since many research organizations suffer 
from the lack of a sufficient number of field 
workers even in peacetime, it is thought that 
popular participation in economic research 
is of sufficient importance to warrant a dis- 
cussion of its effectiveness in a particular 
situation. The survey described was de- 
signed primarily to ascertain what changes 
the war has made in the local economy and 
what the postwar situation will probably be 
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with respect to jobs, workers, and local 
markets. The findings are reported in detail 
in a bulletin’ that is now in process of publi- 
cation, and a commentary? on methods used 
and problems encountered is being repro- 
duced for distribution among communities 
desiring to make similar surveys. 


Background 


To a considerable extent it can be said 
that the 1944 survey at Anderson, S. C., 
had its genesis in a trading area survey con- 
ducted by the Clemson College Department 
of Agricultural Economics in 1942-43.8 
While the data from this survey were not 
published until the spring of 1944, they were 
made available to the civic leaders of Ander- 
son in the summer of 1943. That survey 
summarized census data on agriculture and 
manufacturing in the county, but it dealt 
primarily with the trading relationships 
existing between the city of Anderson and its 
rural hinterland. Certain deficiencies were 
discovered and suggestions were made for 
improving thc attractions of Anderson as a 
trading center for farmers. 


While the Anderson Chamber of Commerce 
was studying the trading-area report with a 


view to carrying out some of its suggestions, 
national publicity was given to the problems 
involved in postwar readjustments and plan- 


ning in municipalities and counties. The 
Anderson Chamber of Commerce decided to 
conduct a survey similar to that made in 
Albert Lea, Minnesota, to supplement the 
earlier trading-area survey and thus to 
provide a better basis for planning to avoid 
postwar unemployment.‘ A postwar planning 
committee was organized for this purpose. 
Soon after its organization the committee 
requested that the Department of Agricul- 
tural Economics and Rural Sociology at 
Clemson College (located near Anderson) 
help in the planning and supervision of the 
survey and in the analysis of the data 
gathered. In the meantime federal and state 
agricultural agencies had organized the 
Southeastern Interbureau Committee on 


1G. H. Aull and James M. Stepp, Anderson After the 
War, Anderson Chamber of Commerce, Anderson, S. C. 

2James M. Stepp, Supplementary Report on Anderson 
(S. C.) Postwar Planning Survey, Bureau of Agricultural 
Economics, U.S.D.A., Washington. (mimeographed) 

3G. H. Aull, C. B. Fellers, and J. A. Mixon, A Brief 
Economic Survey of the Anderson (S. C.) Trading Area, S. C. 
Agr. Expt. Sta. Circ. 68, March 1944. 
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Postwar Programs and had made provision 
for a sub-committee on agricultural-in- 
dustrial relations, and the Secretary of 
Agriculture had announced the availability 
of technical workers in the United States 
Department of Agriculture to aid such 
studies.® 


Setting 


Anderson is the county seat and principal 
city of Anderson county, which is situated in 
the northwestern part of South Carolina and 
near the southwestern end of the great textile 
manufacturing belt that extends roughly 
from Danville, Virginia, to Gainesville, 
Georgia. In 1940 the county had a popula- 
tion of 88,712, about one-fourth of whom were 
negroes. According to residence, the popula- 
tion was distributed as follows: urban, 28 
per cent; rural nonfarm, 30 per cent; and 
rural farm, 42 per cent. The relatively large 
proportion of rural nonfarm population is 
accounted for by the fact that a number of 
unincorporated mill villages are located on 
or near the outskirts of the towns. Also, a 
considerable number of industrial workers 
live in rural sections and commute to work. 

Of the 31,363 residents of the county who 
were employed other than on emergency 
public works in 1940, 32 per cent were em- 
ployed in agriculture and 68 per cent were 
employed in industry, the service trades, and 
the professions. On November 1, 1943 
Anderson county contained 4.3 per cent of 
the total population of South Carolina.® 
For the year ending June 30, 1943 the county 
contained 7.2 per cent of the wage workers 
employed in manufacturing, produced 6.7 
per cent of the total value of manufactured 
products, and accounted for 5.4 per cent of 
the manufacturing wages paid in the state.’ 


The textile industry is by far the most im- 
portant of the county’s manufacturing in- 
dustries. The tabulations of the South 
Carolina Department of Labor show that in 
1942-43 the textile industry accounted for 
92 per cent of capital invested, 93 per cent of 
value of product, 94 per cent of persons em- 


«The National Committee for Economic Develop- 
ment had given wide circulation to the report on a survey 
conducted at Albert Lea, Minnesota in 1943 for the purpose 
of determining what changes the war had made in the local 
economy and what the postwar situation would probably 
be with respect to jobs, workers, and local markets. 

§ Press release by Secretary Wickard, May 5, 1944. 

¢ Bureau of the Census, Series P-44, No. 3. 

7South Carolina Department of Labor, Eighth 


Annuat Report. 
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ployed, and 95 per cent of wages paid in the 
county’s manufacturing establishments.* The 
department’s tabulations omit lumber and 
timber industries and a number of industries 
which usually operate on a small scale, but 
their inclusion would not bring about signifi- 
cant changes in the percentages noted above. 

Although non-agricultural employment 
predominates, Anderson County’s agricul- 
ture is of considerable economic importance. 
In 1939 it was the fifth ranking county in 
the state with respect to value of farm prod- 
ucts sold, traded, or used in farm households. 
According to the 1940 Census reports, the 
total value of such products in the county 
amounted to slightly over five million dol- 
lars, with cotton and cotton-seed accounting 
for around two-thirds of the total. The 
county farm inventory of land, buildings, 
crops, and livestock at the time of the 1940 
Census was around twenty million dollars.® 

The city of Anderson, including its con- 
tiguous mill villages and suburban settle- 
ments, had in 1940 a population of around 
28,000. While the county as a whole lost 
13.7 per cent of its civilian population be- 
tween the time of the 1940 Census and No- 
vember 1943, there is no evidence that there 
was any appreciable change in the population 
of the city. Practically all of the net loss was 
suffered in rural sections of the county. The 
war has not affected the industries of the 
city or the county in such a way as to neces- 
sitate drastic reconversion in order to pre- 
pare for peacetime production. The major 
changes have been: (1) the use of three 
rather thar two shifts in most of the textile 
mills, (2) the employment of a higher pro- 
portion of women in practically all lines of 
work, (3) a reduction of about 20 per cent 
in the supply of farm labor, (4) the migration 
of from two to three thousand of the county’s 
adult workers to war industries in other 
areas, and (5) the induction into the armed 
forces of six or seven thousand residents of 
the county. 


Purpose and Scope 


The object of this survey was to ascertain 
as accurately as possible the number and 
types of workers who will expect to obtain 
employment in Anderson after the war and 
the extent to which the present postwar plans 


8 Ibid. 

* Aull, Fellers, and Mixon, op. cit. 

1° The planning of schedules and collecting of data 
were guided to some extent by the “Suggestions for a Com- 


of existing public and private agencies will 
fail to provide the necessary jobs. Also, an 
effort was made to obtain enough supple- 
mentary economic data to serve as a reason- 
ably sound guide to business men in changing 
their plans to provide for more employment, 
to returning service men and others in setting 
up new businesses after the war, and to public 
officials in setting up desirable public works 
projects. 

Four questionnaires were circulated in the 
city of Anderson and its immediate environs, 
and two questionnaires were circulated in the 
rural areas of the county. The schedules used 
in the city were as follows: one designed to 
obtain from manufacturing plants informa- 
tion concerning employment and payrolls in 
1940 and 1943 and the number of people they 
expect to employ in peacetime production 
after the war; an almost identical schedule 
for mercantile and service establishments; 
a similar schedule for public institutions and 
governmental agencies; and a family schedule 
for obtaining data on prewar and postwar 
consumer demand, postwar labor supply, 
family income, and desirable public im- 
provements.!° The above mentioned family 
schedule was also circulated in rural areas. 
The other schedule was designed to ascertain 
the farmers’ plans for purchasing machinery 
and equipment and for making improvements 
during the first two postwar years as com- 
pared to the nature and volume of such pur- 
chases in 1939 and 1940. For all except the 
family schedule an effort was made to obtain 
100 per cent coverage in the area (city or 
county) studied. For the family schedule, 
a ten per cent random sample of the families 
was drawn. Except for the field testing of the 
schedules, all of the field work was done by 
volunteer residents of Anderson and Ander- 
son County who had had little or no previous 
experience of that nature. The survey was 
indeed a community project; over 200 people 
worked on it at one time or another and ap- 
proximately 1750 questionnaires were filled 
out. 


Execution of the Survey 


The four groups covered in the city of 
Anderson were not surveyed simultaneously, 
nor was any special effort made to survey 
them in any particularly logical order. The 


munity Program for Postwar Employment” issued by the 
U.S.D.A. Interbureau Committee on Postwar Programs, 
1944. 
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manufacturers’ questionnaires were the first 
to be completed and field-tested. In the 
meantime, the postwar planning survey had 
been given much publicity in the local press. 
Pressure to “‘strike while the iron was hot” 
caused the manufacturers to be surveyed as 
soon as the schedules could be printed. The 
family survey was made next, and the other 
two urban groups were covered later. 

The industrial schedules were taken by 
volunteer workers from the membership of 
the Chamber of Commerce, and data on the 
few non-reporting plants were estimated on 
the basis of known figures for similar estab- 
lishments. The industrial survey covered the 
whole county. 

The mercantile and service establishments 
of the city were covered in a “drive”’ similar 
to those which are often put on by munici- 
palities and other organizations. The local 
civic clubs accepted the responsibility for 
seeing that these records were taken, and each 
club furnished men who were willing to spend 
several hours getting in personal touch with 
the operators of the establishments to be con- 
tacted. A complete list of such establishments 
in the city and its suburbs was compiled, 
and the firms were apportioned among the 
field workers. All of the establishments were 
canvassed in a single day. The method used 
was for the field worker to explain , the 
schedule and then give the person inter- 
viewed the choice of filling it out at the time, 
or of having it ready for the field worker to 
pick up on a second visit two or three days 
later, or of filling it out and mailing it di- 
rectly to the Chamber of Commerce office 
within a week. The third alternative was not 
very satisfactory because the names of the 
firms did not appear on the questionnaires 
and there was no way to check accurately 
upon which firms were delinquent. Effective 
coverage of mercantile and service establish- 
ments in Anderson was around 40 per cent. 
Upon that basis estimates were made for the 
city as a whole. Too few of the ten smaller 
municipalities and villages in the county 
cooperated to provide a basis for county- 
wide estimates for any group except manu- 
facturing plants. 

Employment and payroll data for public 
institutions and governmental agencies were 
collected by telephone by the secretary of the 
Chamber of Commerce, and that method 
was quite satisfactory. Information relating 
to the general financial situation in the com- 
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munity was obtained from the Richmond 
Federal Reserve Bank and from the South 
Carolina War Finance Committee. 


The original plan was to get information 
from a 10 per cent random sample of farms 
and of farm families in the county, but the 
Agricultural Adjustment Administration local 
committeemen agreed to carry these farm 
business schedules along with them on their 
survey of farmer planting intentions for 1944 
and obtain as many records as possible. By 
this method usable records were obtained 
from over 25 per cent of the owner-operated 
farms in the county and from around 10 per 
cent of the tenant-operated farms. Every 
test against known data indicated that the 
sample of owners was truly representative, 
but the tenant sample was somewhat biased 
in favor of larger-than-average farms and 
required a careful weighting of data in the 
making of county estimates. 


The family questionnaire—pertaining to 
postwar labor supply, expected purchases of 
durable consumer goods, family income, etc. 
—was taken on a random sample basis. It 
was planned to secure records from 10 per 
cent of the families living in the county. In 
Anderson there was available an up-to-date 
directory which included a map showing all 
of the residential units in the city and its 
surrounding mill villages, and it was a 
simple matter to choose every tenth house 
and designate it by street number. This 
portion of the family survey was carried out 
by the women’s civilian defense organization 
(for whites) and by the negro school teachers 
(for negroes). Usable records were obtained 
from approximately eight per cent of the 
white families in the city and, since a number 
of tests against known data indicated that 
the sample was representative, estimates were 
made on the basis of those records. Only 
about four per cent of the negro families 
in Anderson filled out questionnaires, and 
they were not as truly representative as were 
the white families covered. Even though 
care was taken in weighting the sample 
data, the margin for error in the estimates for 
negroes is greater than for whites. However, 
since negroes constitute only around one- 
fourth of thé city’s population and in 1943 
received only about one-eighth of the total 
income, errors of estimates for them could 
not have a very significant effect upon the 
estimates for the city as a whole. 


A number of causes—including failure to 
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include farmers in the original organization 
of the local postwar planning committee, 
lack of a countywide farmers’ organization 
through which to work, failure to publicize 
sufficiently the importance to farmers of 
having a high level of industrial employ- 
ment, and the scarcity of gasoline for taking 
records in rural areas—limited the success of 
the effort to obtain information on consumer 
demand and labor supply from farm families. 
There was less than two per cent effective 
coverage instead of the contemplated ten 
per cent. Even though the reporting fatnilies 
were widely distributed over the county and 
were reasonably representative in other 
respects, it was not felt that there were 
enough records to justify countywide esti- 
mates. 

All records from the survey were edited, 
coded, and tabulated by statistical workers 
in the Clemson College Department of 
Agricultural Economics and Rural Sociology. 
Machine tabulation from punch cards pro- 
vided sufficient flexibility to allow several 
tests ‘of reliability of samples without in- 
volving prohibitive cost in time of workers. 
All postwar indices obtained were based 
upon prewar figures from the same set of 
families or establishments. 


Postwar Outlook for Anderson 


Labor Supply and Demand. This paper will 
not duplicate the published report by sum- 
marizing in detail the findings of the Ander- 
son survey, but some of the findings are 
mentioned in order to indicate what can be 
accomplished through this type of popularized 
economic research. 

It is estimated that, if the war is over by 
1946 and the armed forces are to a consider- 
able extent demobilized, 16,540 people will 
be working or available for work in the city 
of Anderson and its contiguous mill villages. 
This estimate includes around 2,700 workers 
who are expected to live in rural areas and 
commute to work. Natural increase in 
population would cause a similar estimate 
for 1947 or 1948 to be somewhat larger. 
These potential and actual workers will be 
divided roughly as follows: 51 per cent 
white men, 23 per cent white women, 14 
per cent negro men, and 12 per cent negro 
women. The figure for total labor supply was 
obtained by adding together the number of 
workers employed in 1943, the number of 
armed forces personnel expected to return 
to the city to work, the number of war in- 
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dustry workers now employed elsewhere who 
are expected to return to Anderson after 
the war, and the net natural increase in the 
labor force. From this gross total was sub- 
tracted the estimated number of people who 
are now working in Anderson but who plan 
to retire from the labor market after the 
war or to seek work elsewhere. 


The estimates of the number of farm people 
who will be available for work in Anderson 
after the war are at best approximations. 
The method used was as follows: From the 
number of out-of-town people (most of whom 
lived on farms) working in the city in 1943 
there was subtracted the estimated number 
of this group who will leave the labor market 
after the war. To this result was added one- 
half of the estimated number of surplus 
farm workers in the county after the war 
(Anderson will have roughly one-half of the 
county’s industrial employment). This 
“surplus” was calculated as follows: Mor- 
tality tables were applied to the 1940 farm 
population groups and the probable number 
of survivors in 1946 was ascertained. For 
each group of survivors the number in the 
farm labor force was estimated on the basis 
of past experience as to the percentages of 
each group working in agriculture. This 
operation gave a basis for a preliminary 
figure on the increase in the farm labor force. 
This rough figure was then adjusted to take 
into consideration the reduced wartime 
farm labor force and the expected return of 
soldiers and war workers to farms in the 
county. From the estimated number of 
farm workers available was subtracted the 
estimated number of workers needed for 
efficient production, thereby giving the 
‘‘surplus” noted above. 


The labor-supply estimate is grounded on 
the assumption that there will be a fairly 
high national level of employment and in- 
come after the war, and that agriculture in 
the area surrounding Anderson will retain 
much of its wartime efficiency in the utiliza- 
tion of labor. If neither of these assumptions 
is realized, the labor force will probably be 
somewhat larger than estimated. Less 
efficient use of farm labor would tend to re- 
duce the urban labor force by employing 
more people in farm work, but it is probable 
that this tendency would be more than offset 
by the return of war workers and veterans 
who would otherwise obtain employment 
elsewhere. These two assumptions are con- 
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sidered simultaneously because urban em- 
ployment and efficiency in the use of farm 
labor are likely to stand or fall together. 


The estimate of postwar labor demand in- 
cluded only those firms and agencies operat- 
ing at the time the survey was made. It was 
not practical to include new establishments 
which will be brought into operation (several 
have already begun operations since the 
survey was made) and to that extent the 
estimate of jobs in view is too low." Table 
I summarizes the relationship between the 
expected postwar supply of labor and the 
number of jobs definitely in view as of the 
Spring of 1944. 


Tasie I. Postwar Supp_y or Lasor AND NuMBER OF JOBS 
tn View, BY Race AND SEX OF WorKERS: 
ANDERSON, S. C. 








Number of 
Jobs in 
View 


Deficit 
of Jobs 


Number of 


Race and Sex Workers 





White men 

White women 

Negro men........... 
Negro women 


8,430 
3,800 
2,320 
1,990 


| 

| 
6,460 | 
3,980 | 
1 

| 

| 

| 


1,010 
1,700 











| 


16 ,540 | 13 ,150 





* Surplus of jobs. 


Particular attention is directed to the fact 
that it is not the purpose of Table I to estimate 
the probable amount of unemployment in 
Anderson after the war, and that it would be 
entirely incorrect to accept the figures as 
estimates thereof. The purpose of the figures 
is to give a general idea of the nature of the 
labor market upon which new establish- 
ments may depend for workers. A con- 
siderable number of negro men apparently 
are now working outside Anderson for em- 
ployers not covered by this survey and, even 
though they consider themselves available 
for work in the city after the war, they would 
probably not be unemployed if such jobs 
failed to materialize. Furthermore, “jobs 
in view” refers only to full-time jobs with 
particular employers, whereas a number of 
workers can be employed full-time by work- 
ing seasonally and casually for several em- 
ployers. There is no doubt, however, that 
unless there is a considerable expansion of 


111t is necessary for the community postwar plan- 
ning committees to keep up with such developments. Plans 
should be made upon the basis of figures that have been 
constantly revised and kept up-to-date. 
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employment opportunities in Anderson or a 
large migration of workers from the city 
the problem of unemployment will be real 
and substantial soon after the war. 

As was perhaps to be expected, the survey 
showed that manufacturing plants expect 
their postwar employment to be around 13 
per cent below the 1943 figure, whereas 
mercantile and service establishments (not 
including such new ones as may be estab- 
lished) are planning on an increase of around 
10 per cent. 


Business Prospects. As has already been 
indicated, a certain amount of supplementary 
information was collected in addition to the 
data on labor supply and demand. The 
supplementary data are concerned with three 
main topics: postwar demand for durable 
consumer goods and farm equipment (in- 
cluding houses and farm buildings), financial 
factors affecting the ability of consumers to 
buy and businesses to expand, and public 
improvements which local people would 
like to see made. 


The records taken indicate that during the 
first two years after the war one family out 
of every five plans to buy a radio or phono- 
graph, one out of six plans to buy a new 
automobile, one out of six plans to buy an 
electric iron, one out of eight plans to buy 
an electric stove, one out of eight plans to 
purchase a washing machine, and one out of 
twelve plans to build a new house. One 
farmer out of every four plans to buy a 
tractor, one out of four plans to buy a mowing 
machine, one out of five plans to build a 
new barn, one out of seven plans to install 
a water system of some kind, and one out 
of ten plans to purchase a combine. The 
farmers of Anderson County plan to spend 
2.7 times as much for farm buildings and 
equipment during the first two years after 
the war as they spent for similar items in 
1939 and 1940, and the residents of the city 
of Anderson plan to spend 1.5 times as much 
for durable consumer goods as they spent in 
1939 and 1940. 


In an effort to discourage people from being 
too optimistic about their postwar purchas- 
ing plans, the schedules also requested in- 
formation on how they planned to finance 
their purchases. The answers are summar- 
ized in Table II. It is noted that cash and 
its equivalent in checks, war bonds, savings 
accounts and trade-ins account for around 
55 per cent of the total value of each of the 
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Tas_e II. 
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ANTICIPATED METHODS OF FINANCING PosTWAR PURCHASES PLANNED &Y CONSUMERS IN 


ANDERSON AND FARMERS IN ANDERSON CouNnTy, SOUTH CAROLINA 








Durable Consumer Goods 


Farm Equipment 





Method of Financing 
Amount 


Per cent Amount Per cent 





$ 1,932,477 
373,807 
675,733 

1,392,562 
543,694 
346,093 
772,750 


Cash and checking accounts 
Savings accounts 

Sale of war bonds 
Installment credit 
Borrowing 

Value of trade-ins 

Other and not specified 


32. $ 1,698,048 
105, 868 
11. 239,944 
23. 953,462 
836,879 
: 149,212 
12. 87,030 





$ 6,037,116 





100.0 $ 4,070,443 100.0 














two groups of commodities listed. The 
purchases to which Table II refers are ex- 
pected to be made over a two-year period 
and as soon as Civilian production is resumed 
after the war. 

Financial data from other sources also 
indicated that there will probably be suffi- 
cient funds on hand or available to finance a 
large proportion of the postwar purchases 
which the residents of Anderson and Ander- 
son county wish to make. Over sixteen 
million dollars’ worth of federal bonds and 
notes have been sold in the county since 
July 1, 1941, and a careful check of figures 
compiled by the South Carolina War 
Finance Committee indicates that over seven 
million dollars’ worth of these bonds can be 
considered available for financing consumer 
purchases and business expansion after the 
war.!2 This does not necessarily mean that all 
of these bonds will be cashed and spent im- 
mediately after the war, but it does mean 
that, even if personal and business incomes 
are not quite so large as expected, funds 
will be available to finance a considerable 
proportion of the purchases people wish to 
make. 

Between January 1, 1940 and January 1, 
1943, the federal reserve member banks of 
Anderson experienced a 100 per cent in- 
crease in deposits (not including deposits of 
other banks) while loans outstanding in- 


12 The total figures for sales of federal bonds and notes 
include tax notes which are bought in large quantities by 
textile manufacturing plants and bonds which are bought 
as long-term investments. Such notes and bonds do not 
represent savings which will be available to finance postwar 
purchases. 


creased by less than 40 per cent. Instead of 
being needed to pay off bank loans, a large 
proportion of these additional deposits can 
be used to finance consumer purchases or 
business expansion after the war. 

Public Improvements. Since it is quite pos- 
sible that migration of workers and expansion 
of private business and industry may fail to 
provide all of the jobs that are needed in 
Anderson after the war and since the busi- 
ness and civic leaders wished to have a sound 
basis for improving the attractions of their 
community as a place in which to live and 
trade, the family questionnaire included a 
question on public improvements which 
people would like to see made in the city 
after the war. Residents of Anderson made 
736 separate suggestions, 199 of which per- 
tained to better recreation facilities. The 
spending of public funds for recreation 
facilities after the war will meet with wide- 
spread approval. Nearly half of the farmers’ 
suggestions had to do with improving the 
city’s facilities for marketing farm products, 
but a number of them expressed a desire for 
a public auditorium, improved parking 
facilities, and more rest rooms and parks. 


Concluding Remarks 


Most economic research does not lend 
itself readily to popular participation and 
many fundamental and important problems 
are not obvious enough to arouse popular 
interest and enthusiasm for investigation. 
Nevertheless, it is felt that the general inter- 
est would be served if economic research 
workers were alert to opportunities to obtain 
as much help as possible from the people in 
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whose interest research is carried on. Such 
projects require much more careful advance 
planning than is usually bestowed, and it is 
undoubtedly true that the finished product 
will not be the polished work of art that 
many research workers want. However, 
it is believed that these and any other dis- 
advantages will be more than offset by the 
tendency of people to have more confidence 
in conclusions based upon facts which they 
helped discover and, by the increased prob- 
ability of action, to correct maladjustments 
and solve problems. 

The survey described in this paper is only 
a first step toward community planning for 
postwar employment, but it represents a 
substantial contribution that a _ research 
economist can make to such planning. The 
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economists can also aid in the analyses of 
production costs, availability of raw mate- 
rials, and market outlook for prospective 
new industries. The real task of providing 
enough jobs in the community after the war, 
however, is in the hands of business men, 
technicians, and public agencies. The 
results of the Anderson survey have already 
been used effectively in a small way. It is 
expected that they will be instrumental in 
guiding a sound expansion of job oppor- 
tunities immediately after the war. 


James M. Stepp. 


Bureau of Agricultural Economics, 
U. S. Department of Agriculture 
(On leave from Clemson College) 


Exemplar: George S. Wehrwein 


SHORTLY after the death of George S. 
Wehrwein on March 10, 1945 a com- 
mittee of the faculty of which he had 
been a member for more than twenty 
years at the University of Wisconsin pre- 
sented a tribute to his memory. This 
statement of his colleagues is thought- 
provoking and because of its simplicity 
and sincerity deserves a wider dis- 
semination and appreciation. 

The portions which deal with his con- 
cern for the land and its use are pro- 
phetic and stimulating to the land 
economist. It is largely for this reason 
that the memorial is printed here and 
in toto. 


As a Friend 


As a friend and colleague, George Wehr- 
wein’s chief characteristic was kindliness. If 
he did not care for a person, it was unlikely 
that others would know it; he never spoke 
unkindly. There was a consistency and sin- 
cerity about his friendship; it did not need to 
be tested daily. It could be depended upon 
and was a source of inspiration and gave a 
sense of assurance and trust. This is not to 
imply that he was not critical of the opinions 
and decisions of his friends or of certain social 
situations in society. He was critical but 
with social responsibility as his yardstick, 


never with bitterness. He had a vivid sense 
of wholesome humor. These qualities made 
him a thoroughly fine colleague and a great 
teacher, beloved by students and lay per- 
sons with whom he came in contact. 

These attitudes carried over into a point 
of view regarding the state; it gave him a 
fundamental confidence in its people. Both 
his professional and personal life were 
identified with this interpretation and it 
gave a tone to his scholarship that was 
soundly democratic, and a character to his 
friendship that was deeply appreciated. 


As an Investigator 


George Wehrwein was an indefatigable in- 
vestigator. It would indeed be difficult to 
imagine how he might have spent any greater 
proportion of his time in the pursuit of 
knowledge than he did. 

His intellectual curiosity was like a per- 


_petually wound spring, and through the 


years it drove him in a persistent search for, 
and classification of, social facts. The time 
that he devoted to this pursuit and the range 
of material that it involved were phenomenal. 
But it followed a definite pattern of inquiry. 

Always Professor Wehrwein’s interest was 
land economics. His approach was that of 
history and of economics or, more appro- 
priately, that of political economy, or insti- 
tutional economics. He combed libraries, 
book stores, government documents, maga- 
zines, bulletins, newspapers, trade papers, 
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and professional journals from many fields— 
always selecting, listing, and classifying facts 
that fell within the area of his interest in 
land economics. 

These materials he used in teaching the 
complement of courses which have made the 
University of Wisconsin famous in its land 
economics offering. He used them in courses 
which he taught at Northwestern, Colorado, 
Chicago, and Cornell. He used them in 
lectures and speeches before the many 
assemblies to which he was called, and these 
ranged from conventions of notables to 
Sunday school classes. He used them in 
writing the only current textbook published 
under the title of Land Economics. He made 
use of these sources too in writing numerous 
articles for various journals, particularly the 
Journal of Land & Public Utility Economics, 
for which he was a guiding spirit for twenty 
years and which he brought directly under 
University of Wisconsin auspices just three 
years ago. 

After Professor Wehrwein completed the 
Land Economics textbook, he turned increased 
attention to certain phases of the broad range 
of social phenomena in which he was es- 
pecially interested. These, four in number, 
show the breadth of his scholarly interests, 
for they include the land economics of the 
Bible, the historical significance of the Great 
Lakes, the development of national land 
policies, and the problems of Wisconsin’s 
northern cutover area. 


He became an authority among the clergy 
for his excellent grasp of biblical history and 
the land economy of biblical times. There is 
little doubt that, had he lived, he would 
fairly soon have published an impressive 
volume on this topic. 

Having been reared near enough to the 
shores of Lake Michigan that he could see 
the schooners pass by, Professor Wehrwein 
always maintained a live interest in the Great 
Lakes. He always hoped that this University 
(Wisconsin) might center some of its work 
around the history of the Lakes and their 
influence on life in this region. 

In the field of national land policies, he 
was especially concerned with the meaning 
of our national policies as they impinged on 
the everyday life of the settler. He referred 
constantly to Turner and to Paxson; and he 
was anxious that the story of our national 
land policies be some’day written in terms of 
frontier psychology and frontier needs. 
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Professor Wehrwein’s fourth major in- 
vestigational interest was in northern Wis- 
consin. He conducted a series of field studies 
in the northern counties which dealt with 
isolated settlement, recreational land uses, 
sources of livelihood, forest taxation, and the 
progress of land use planning through rural 
zoning and public land management. These 
investigations contributed in a large degree 
to his reputation as a counselor and advisor 
to groups elsewhere who were struggling 
with immediate local problems of land use 
adjustment and land planning. 

Yet it is difficult to segregate four special 
spheres of Professor Wehrwein’s investiga- 
tions, for he tended to drink deep from all the 
various wells of knowledge which others in 
his professional field might be satisfied only 
to sip. It was this proclivity for investigation, 
this insatiable search for the truth that gave 
specific reference to the other facts of his life. 


ij As a Co-worker 


A direct outgrowth of George Wehrwein’s 
scholarship in the field of natural resource 
utilization was his intense interest in public 
measures designed to advance, in practical 
fashion, the ideas and ideals which he had 
espoused. 

Among the public officials and _profes- 
sional colleagues in planning activities, Pro- 
fessor Wehrwein was not only respected for 
his achievements but was welcomed always 
for a personal quality in which a quiet 
strength and integrity enhanced the contri- 
butions which he made. He was a most 
valued committee member; his suggestions, 
based upon observations which had the tang 
of concrete experience, helped to crystallize 
agreed solutions, and called forth the best 
efforts of his colleagues. They recognized 
the hard work which lay behind his observa- 
tions, and appreciated the courtesy and 
friendliness which he brought to the dis- 
cussion of the most difficult and controver- 
sial problems. He assisted, for example, in the 
activities of the Wisconsin Committee on For- 
est Land Use and the Wisconsin State Plan- 
ning Board, from 1935 on. In the broader 
sphere of national planning he served on the 
Land Committee of the National Resources 
Planning Board and the American Society of 
Planning Officials (of which he was vice- 
president at the time of his death). In all of 
these organizations he contributed greatly. 
It is moving to find how invariably his col- 
leagues in these organizations have dwelt 
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upon this union of a rare personal quality 
with professional achievement in their recent 
messages. That quality of generously con- 
tributing of his best to his colleagues has 
resulted in the continuance of his work and 
in the transmission of his spirit through all 
who had the good fortune to have worked 
with him, widely scattered as they are, not 
only in this but in other countries. 


As a Teacher 


Professor Wehrwein was one of the best 
of teachers, due largely to the fact that 
wherever he went, whomever he saw, what- 
ever he read contributed to his teaching. To 
him the world was full of his subject—man’s 
relation to the land. Few indeed are the 
people who are able to fill their lives with 
one subject as fully as did he. Instead of 
being monotonous it was charming. 

Professor Wehrwein knew the history of 
the world back when the Nile Valley, and the 
little spot around the Dead Sea were among 
the most fertile of any known territory. 
These people fought with their neighbors. 


The world is still waiting for some gentle 
soul like Wehrwein to teach us how we may 
live together, peaceably exchanging our 
goods, all well fed and well clothed. We 
need great teachers along many lines, but 
surely we are in need of a few great ones to 
take up the work left by Wehrwein, among 
other things, teaching-us how to live quietly 
and decently. Then we shall know how to 
make the earth produce all the goods that 
humanity can use. 

Professor Wehrwein’s students were his 
friends. He knew them so well, and knew his 
field so well, suggestions made could guide 
the student along the lines already started. 
Out of these many minds will some day 
come a great thinker who can guide the 
nation into views which at once compass 
the small farms of the East, the broad acres 
of the Northwest, the deep soils of Illinois 
and Iowa, and the lean, but great, soils of 
the South. It was something of this sort 
which guided Professor Wehrwein in his life 
study of the use of our living space, which 
we, in a broader sense, call the land. 


Public Utility Financing in the First Quarter of 1945 


PUBLIC utility security offerings in the 

first quarter of 1945 totaled $334 mil- 
lions which is higher than the $228 millions 
offered in the first quarter of last year and a 
decline from the last quarter of 1944 when an 
eight year quarterly peak of $759 millions was 
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reached. The total for the quarter is over 
$100 million above the average first quarter 
offering during the past eight years and 
exceeds the first quarter total for the three 
years immediately prior to the war for the 
first time since Pearl Harbor. 


SuMMARY AND ANALYsIS OF Pusiic Utitiry Lonc-TERM DeEsT IssuES OFFERED 


PuBLicLy, FouRTH QUARTER, 1944 








Cou- Ma- 
pon turity 
Rate Date 
(A) (B) (D) 


Company and Issue 


Offer- | Under- 
Month of | Offering | ing | writers’ 
Offering | Price | Yield} Com- 


missions; 
(E) (F) (G) (H) 








% 

South Carolina Power Co. 

First and Ref. Mortgage 3 ,000, 1975 
Southwestern Pu 

First Mortgag: 3.125 1974 
Tide Water Power Co. 

First Mortgage 1975 
Tide Water Power Co. 

Sinking fund debentures... ---_--..- 
Oklahoma Gas & Electric Co. 


tgag 
Northern Pennsylvania Power Co. 
First Mortgag 
Pacific Gas and Elect. Co. 
First and Ref. Mortgage 


Total or Weighted Average 














% % % 
January | 101.375) 2.93 - 766 99.72 
January | 103.75 | 2.94 101.66 
January | 101.48 | 3.01 b 99.26 
January { 100.96 | 3.51 . 98. 64 
February | 101.00 | 2.70 . 99.55 
March 102.25 | 3.35 100. 522 
March 101.00 | 2.70; . 98.39 
107.625) 2.66 . 106.57 
104.592} 2.80 102.96 





























' Data not available. 
2 Net proceeds to Company before incidental expenses. 
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SUMMARY AND ANALYsIS OF Pusiic Utintiry Lonc-TErRmM Dest Issues OFFERED 


PRIVATELY, FOURTH QuARTER, 1944 








Coupon 
Rate 


Company and Issue 
(A) (B) 


Principal 
Amount 


Month of } Offering 
Offering Price 
(C) (E) (F) 


Offering 
Yield 
(G) 


Maturity 
Date 





% 
New England Tel. & Tel. Co. 


Roanoke Gas Co. 
First Mortgage 


Shawinigan Water & Power Co. 
First Mortgage & Coll. trust 


Commonwealth Edison Co. 
Savannah-St. Augustine Gas Co. 
First Mortgage 


Southern Utah Power Co. 
First Mortgage 


West Virginia Water Service Co. 
First Mortgage 


20 ,000 , 000 


25 ,000 ,000 


100 ,000 ,000 


$ % % 


January 
1,500 ,000 January 
February 
March 
1,300 ,000 


840 ,000 


6 ,500 ,000 








Total or Weighted Average 








155 ,140 ,000 

















1Data not available. 


Public utility long-term debt issues sold 
publicly are shown in Table I. There are 
eight issues listed which total $169 million. 
The largest issue is the $80 million Pacific 
Gas and Electric Co., 3’s of 1979 which was 
offered in March at 107.625% of par to 
yield 2.66%, the lowest offering yield for this 
quarter. The weighted average offering 
yield is 2.80%. Underwriters’ commissions 
averaged 0.95%, incidental expenses aver- 
aged 0.48%, and the net cost to the company 
averaged 2.87%. The average net cost to 


the company is the same as that of the pre- 
ceding quarter which was the lowest on 
record since this series was started. 

The privately offered long-term bond 
issues are listed in Table II. There were 
seven issues which totaled over $155 million, 
the largest offering in any quarter since the 
third quarter of 1941. The $100 million 3’s 
of 1985 of the Commonwealth Edison Com- 
pany accounted for almost two-thirds of the 
total. This issue was a par for par exchange 
arranged by the company with several in- 


Tase III. Summary AND ANALYsIs OF PusBLic UTILITY PREFERRED STocK IssuEs OFFERED 


FourTH QuaRTER, 1944 








Company and Issue 
(A) 


Principal 
Amount 
(C) 


Month of 
Offering 
(D) 


Offering 
Price 
(E) 


Offering 
Yield 
(F) 





Southwestern Public Service 
Cum. Pfd., $100 Par 


Florida Power Co. 
Cum. Pfd., $100 Par 


Savannah-St. Augustine Gas Co. 
Cum. Pfd., $100 Par 


Total or Weighted Average 





$ 
5 ,000 ,000 


4,000 ,000 


625 ,000 





9 ,625 ,000 








January 


March. 


March 


% 




















ring 





pre- 
on 
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vere 
ion, 
the 
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surance¥companies. {The newjjbonds car- 
ried a lower coupon rate than the series 

314’s due April 1, 1979 which were retired. 

he offering price for those issues for which 
data were available averaged 101.20% of 
par and the offering yield averaged 3.13%. 

There were three preferred stock issues 
offered in this quarter, as shown in Table III. 
The three issues totaled $9 million which is 
less than one-half the total offered in the 
first quarter of 1944 and the lowest quarterly 


offering since the third quarter of 1943. 
The weighted average offering price was 
105.97 to yield an average of 4.20%. 

The only serial issue offered in the first 
quarter of 1945 was the $3,000,000 Laclede 
Gas Light Co., 314’s serial notes maturing 
1948-1955 which were sold privately to banks. 


OrvILLE P. DEVEL 


Assistant Rate Analyst, 
Public Service Commission of Wisconsin 
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Theory of Economic Planning. By Carl Land- 
auer. Berkeley: University of California 
Press, 1944. pp. 198. $2.00. 


Mr. Landauer earns the gratitude of 
students of the subject by writing a book on 
planning in which there is a genuine and 
successful effort to clarify terms and con- 
tribute to the treatment of difficult and 
urgent problems, and an equally meritorious 
avoidance of vituperation for those whose 
views he does not share. He seeks an answer 
to the question stated in his Preface: ‘‘What 
form and degree of social control must be 
established as a remedy for the most irra- 
tional feature of the present system, economic 
instability?” For he finds in that instability a 
powerful influence toward direct action and 
dictatorships, and he conceives of economic 
planning as an attempt to perform better 
the same function of “coordination of in- 
dividual activities’ that is attempted by 
price and market mechanisms. ‘The differ- 
ence lies in the better fulfillment of the 
function, not in the function itself.””>, When an 
author approaches his problem with such 
an attitude, it is possible to explore it with 
him in an atmosphere of true inquiry which 
makes cooperative research fruitful. 


Landauer’s primary concern is avowedly 
with “the theoretical aspects of change” 
and not with the supersession, for reasons of 
“economic justice or necessity,” of private 
enterprise; but his little book contains many 
penetrating and humane observations as to 
practical organization and procedure as 
well as ‘“‘non-economic functions and pur- 
poses” in economic planning. A little over 
one half of the book is given to the three 
chapters on “the function and concept of 
planning,” “the making of the plan” and 
“the execution of the plan.” ‘Planning can 
be defined as guidance of economic activities 
by a communal organ through a scheme 
which describes, in quantitative as well as 
qualitative terms, the productive processes 
that ought to be undertaken during a 


designated period.” (I would prefer to call 
this economic planning, with which qualifica- 
tion I judge, from the content of the passage, 
the author would agree.) He distinguishes 
this plan from “mere determination of 
policy” by the factor of ‘“‘quantitative de- 
termination” which the plan would add. 
He is thus much concerned with improving 
the techniques of analysis, measurement, 
and calculation so that the coordination of 
economic activity may be bettered. The 
planning board which he envisages is com- 
posed of expert personnel, subordinate to the 
ultimate political legislative authority, with 
the consumer as the economic sovereign. 
He retains the institutions of market and 
price, consumer choice within limits, and 
production through private enterprise for 
‘‘we shall consider planning exclusively as a 
means of economic stabilization.” 
Concerning the making and execution of 
economic plans we shall be better informed 
when the war experience becomes available, 
appraised and assimilated. Unfortunately 
we know too little of the crucial details of 
administration in Russian planning of the 
past twenty years, in part, the author points 
out, because the limitations and inflexibility 
of Marxian theory as developed there pre- 
vented their scholars and administrators 
from recognizing or writing on factors and 
tendencies that clashed with the orthodox 
theories. ‘‘Planning,”’ he wisely observes, 
“is certainly one of the activities which 
cannot be fully learned except ‘on the job’.” 
On the influence of economic planning on 
international trade and relations generally, 
and on credit and savings, on consumer as 
against producer representation of the plan- 
ning board, and on various kinds of partial 
planning, the author has suggestive observa- 
tions, and always in an even temper that 
must be provocative to zealots of whatever 
camp. He states well, in a brief space, the 
benefits and limitations of physical and 
regional planning, and finds the values 
present in even the most controversial pro- 
duction-for-use proposals. But he reminds us 
again, toward the close, that “the most 
urgent need in contemporary economic 
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policy is coordination.” The important 
and difficult problem of effective organiza- 
tion and procedure is only briefly discussed 
since the emphasis is on the general theoretical 
framework. 

Mr. Landauer’s concluding chapter is 
entitled “Economic Planning and Democ- 
racy.” It is in refreshing contrast to the 
horror stories that pass for discussions of 
bureaucracy and planning all too frequently 
in recent times. The author does not insult 
the reader with simple either-or, black-white 
arrangements. Quite aware of the evils of 
abuse of power (wherever found), in dis- 
cussing the dictators he remarks that “their 
coming to power is far less likely if democracy 
offers as much economic security as it offers 
freedom.” That chapter is the ablest, brief 
statement in substance and manner con- 
cerning this aspect of the attack upon the 
strengthening of our instruments of public 
housekeeping with which the reviewer is 
acquainted. He concludes: 


““Of the great positive contributions which planning will 
make to the strength of democratic government, the first 
is economic security, which will diminish the temptation to 
accept dictatorship, and, at the same time, will help to pro- 
duce that type of mind which is essential to the functioning 
of democracy. The second is the possibility for the average 
citizen to recognize clearly the effects of governmental 
actions, so that responsibility for economic measures be- 
comes real and meaningful, whereas in the present system 
it is largely fictitious . . . Finally, planning will strengthen 
democracy by removing, or at least reducing, the contra- 
diction between a democratic form of government and an 
essentially aristocratic economic constitution.” 


Joun M. Gaus. 
University of Wisconsin. 
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The Reconstruction of World Agriculture. By 
Karl Brandt. New York: 1945. pp. 416. 
$4.00. 


Serious discussion of the problem of agri- 
cultural reconstruction is impossible without 
knowledge and understanding of the _his- 
torical background, and without certain 
considered assumptions as to the probable 
point of departure of postwar policies. The 
reader therefore should not feel surprised to 
discover that almost three-fifths of the present 
book is, as it were, in the nature of an intro- 
duction to its title. The author gives a 
masterful survey of the pattern of agricultural 
production and trade in agricultural products 
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as well as of agricultural policies over a 
period of more than three decades. The 
historical part begins with a description of 
the pre-1914 situation and of the impact on 
world agriculture of World War I; it ends 
with the story of the world food economy 
during the present war. From this the 
author proceeds to estimate the probable 
situation at the end of the hostilities and to 
discuss the food requirements and adjust- 
ments necessary during the demobilization 
period. Thus, step by step and chapter by 
chapter, the author lays the groundwork for 
a discussion of the reconstruction issues. 

Perhaps the most illuminating part of the 
historical presentation constitutes the treat- 
ment of agricultural developments during 
the present war and particularly the lucid 
description of the continental food economy 
under the nazi rule. It is with well-earned 
satisfaction that the author points to the 
thesis which he has held consistently from 
the beginning of the present war: the im- 
possibility of defeating the Axis by a food 
shortage. His prognostication justified itself 
because it was founded on an _ intimate 
understanding of the working of controlled 
agriculture. 

As a matter of fact the scope of the analysis 
is even wider than is indicated by the fore- 
going remarks. Particularly in dealing with 
the interwar period the author does not con- 
fine himself to agricultural developments 
proper. He undertakes several excursions 
into the field of monetary and financial 
policies. To a large extent they serve to re- 
inforce one of the main themes of the book— 
the author’s case against isolationism in the 
United States. It is only unfortunate that he 
tends to detract from the persuasiveness of 
this momentous lesson of the past by over- 
emphasizing out of all proportion the re- 
sponsibility of this country for the economic 
and political predicaments of the interwar 
period. 

In spots the book bears the marks of a 
certain haste in composition. Throughout 
the study there are minor inexactitudes and 
also a few misleading statements. For in- 
stance, the author claims rather emphatically 
that a country, by refusing relief in the form 
of gifts and by insisting on paying for relief 
deliveries, will stimulate her own exports and 
thus rebuild her foreign trade. This con- 
tention is hardly warranted: neither a de- 
pletion of gold or dollar reserves of a country 
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like Holland nor creation of American-owned 
guilder balances will per se induce Americans, 
or anybody else, to buy Dutch goods. The 
postwar situation will be very different from 
a classical textbook case. In the same cate- 
gory belongs a confusion of currency de- 
valuation and inflation. The author assumes 
that an inflation is bound to have an export- 
promoting effect. But this is true only under 
certain specific circumstances. After the 
present war an inflation is even more likely 
to have the opposite effect. Probably very 
few will agree with the opinion of the author 
that restoration of gold-coin redemption in 
the United States is an essential prerequisite of 
world monetary stability. 

While the reader is entitled to a warning 
against statements of this kind, they are 
hardly more than beauty blemishes in a 
huge canvas painted with a firm and talented 
hand. In his treatment of reconstruction 
problems the author is free of dogmatism. 
But he presents his views in a definite and 
straight-forward manner and never shrinks 
from expressing opinions that may run 
counter to the popular current of the day. 
This refers particularly to his discussion of 
the German problem. 

Dr. Brandt is strongly in favor of making 
family farming the predominate form of 
agricultural enterprise in Europe. Accord- 
ingly, he advocates the breaking-up of large 
estates in countries such as Germany, Poland, 
Hungary, and Spain. In this way better use 
will be made of the land and a higher level 
of social welfare of the producers attained. 
Land reform in Germany will deprive the 
junkers of their privileged economic position. 
Thereafter the author expects the Junkers 
to find a place for themselves in a democratic 
society; to support this expectation he points 
to the “English nobility” and the “plantation 
aristocracy” in this country who “con- 
tribute splendidly their share to the common 
weal.” The present reviewer cannot suppress 
his scepticism in this respect and has grave 
doubts as to the relevance of the historical 
comparisons just cited. 

The author rejects the tenets of agricultural 
fundamentalism. He justly stresses the fact 
that expansion of the world economy will 
primarily be an expansion in the fields of 
industry and commerce. The shrinkage of 
the relative weight of agriculture in the 
aggregate economy is an inevitable corollary 
of its expansion and prosperity. This cannot 
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be said often enough at a time when even 
liberal economists like Roepke begin to 
praise the mystical values of ruralism; and 
the danger that English agriculture will be 
preserved at its present inflated volume is 
greater than ever. Dr. Brandt emphasizes 
the significance of a large and healthy re- 
construction. He is keenly alive to the 
necessity of lowering the barriers to world 
trade. His approach, however, is realistic 
rather than dogmatic. The necessity of 
finding a compromise solution between the 
general interest and local vested interests 
leads him to the interesting suggestion of a 
planned and gradual reduction of tariffs 
in this country over a period of a few years, 
supplemented by a federal indemnity for 
substantial losses that may be sustained in 
individual cases as a result of reduction of 
tariffs. There is much to be said for the 
selective use of this method of gradual 
adjustment not only in the United States 
but, and perhaps even with greater justice, 
with respect to agricultural protectionism 
on the European Continent. But it must be 
used with discretion and should be pre- 
cluded in cases where it would result in a 
reconversion of industries to protected rather 
than competitive lines. 

The author makes it clear that strong and 
patient policies are needed in this respect. 
An abandonment of the policy of long-term 
security which the farmers have enjoyed 
under the nazi rule would lead—not to 
adjustment to competitive conditions—but 
to an open revolt of the farmers, to a revolu- 
tion which, in a curiously pedantic way, the 
author defines as ‘an internal process of 
atomistic decentralization affecting produc- 
tive units everywhere.” 

Dr. Brandt refuses to see only the negative 
features of the agricultural policies of the 
nazi-regime. As in his previous writings, the 
author emphasizes the organizational and 
technological progress that has been achieved 
and the superior knowledge of methods of 
market control which will be left in the wake 
of the collapse of nazism. The task will 
be not to abandon this progress but to place 
it in the service of a reconstruction of agri- 
culture on a democratic basis. In_ this 
respect the great future role of farmers’ 
cooperatives is obvious. 

Dr. Brandt’s book should reach a wide 
audience. No doubt many a reader will 
take exception to this or that point. But no 
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one will fail to be impressed by the material 
assembled and the wealth of original and 
stimulating ideas. 


ALEXANDER GERSCHENKRON 
Washington, D. C. 


Lk 


State and Local Finance in the National Economy. 
By Alvin H. Hansen and Harvey S. 
Perloff. New York: W. W. Norton & Co., 
1944. pp. vii—310. $3.75. 


Though primarily a vehicle for applica- 
tion of Hansenian fiscal policy to state and 
local finance and inter-governmental rela- 
tions, this book develops into an omnibus 
in government finance carrying such varied 
passengers as urban redevelopment, a post- 
war federal tax program, and over-all post- 
war expenditure models, as well as a trailer 
consisting of a sharp rejoinder (Appendix A) 
to Moulton’s book, The New Philosophy of 
Public Debt. Operating on the basic premise 
that “improvements in fiscal structures of a 
substantial and permanent nature can be 
achieved only if a broad and productive 
economic base can be developed within each 
area and in the nation as a whole, and if full 
employment and high income levels can be 
maintained,” (p. 98) the authors feel free— 
and at once bound—to explore a wide range 
of ills and remedies in government structures 
and fiscal practices. This they do to the 
great benefit and stimulation of the reader. 

The ills they highlight are the shocking 
inequality and inadequacy of local service 
standards and, correlatively, of local fiscal 
resources; the sapping of the urban tax base 
by blight, slum, and the flight to the fringes; 
the uneconomic size and service area of most 
local units; the regressivity of state and local 
taxes; the perversity, as judged by Keynesian 
standards, of state and local fiscal policy; and 
the irrational distribution of administrative 
and financial responsibilities among the 
three levels of government. 

For these ills, they prescribe such remedies 
as modernization of local government; urban 
redevelopment and regional resource de- 
velopment; state and local credit, budgeting, 
and tax reforms; a $3 billion program of 
differential federal aids; an expanded social 
security program; and intergovernmental 
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cooperation. The whole structure is to be 
invigorated by a heavy dose of counter- 
cyclical and expansionist fiscal policy at all 
three levels, with federal responsibility para- 
mount. 


As a study in federal-state-local fiscal rela- 
tions, State and Local Finance represents the 
broad, sweeping approach to the problem, 
relying heavily on centralization as a solu- 
tion. This is in sharp contrast to the report 
of the Groves-Gulick-Newcomer committee, 
which represents the more modest, “‘nibbling”’ 
approach, relying largely on cooperative 
action to achieve coordination.! Impatience 
with the latter approach is reflected in the 
Hansen-Perloff statement that ‘adaptation 
to change” . . “does not mean, when the 
direction is manifest, that we must proceed 
piecemeal and by trial and error ; 
Rather, it implies the need for positive action, 
once the goal has been clarified.” (pp. 96-7). 


To them, the direction is manifest. The 
progressive federal tax structure promises 
greater equity, both among individuals and 
among regions, than does the regressive 
structures of smaller units. The federal 
government is far more efficient in assessing 
and collecting taxes. It has vastly wider 
resources with which to underwrite a national 
minimum of vital services. It is far better 
able to withstand revenue instability and to 
flex taxes, loans, and expenditures against 
the ebbs and flows of the business cycle. 
The price we pay for our present unco- 
ordinated fiscal system is thus measured, not 
in conventional terms of the cost and irrita- 
tion of conflicting and duplicating taxes, 
but in inequity, inefficiency, economic irra- 
tionality, and consequent adverse effects on 
business activity and employment. 


Given this cause for action, the authors look 
for means to blend state and local with 
federal finance into a national—and ra- 
tional—fiscal policy. Such coordination of 
policy, designed both to bulwark state and 
local fiscal structures and to stabilize and 
strengthen the national economy, is indeed 
the central focus of the Hansen-Perloff 
study. Although they call for both self- 
reliant local action (e.g., the adoption of a 
dual, current-capital, budget and of pros- 


1 Committee on Intergovernmental Fiscal Relations, 
Federal, State and Locai Government Fiscal Relatives, a report 
submitted to the Secretary of the Treasury and printed as 
Senate Document No. 69, 78th Congress, 1st Session, 
Washington, 1943. 
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perity reserve funds) and cooperation (e.g., 
establishment of a joint federal-state fiscal 
agency), they rely mainly on the power of the 
federal purse. They argue, most persuasively, 
for vast expansion of federal aids. They 
propose a federal “‘intergovernmental loan 
corporation” to support state and local 
credit. They urge federal “fostering” and 
support of urban redevelopment and long- 
range public works programming. In the 
process, control shifts upward. For ex- 
ample, since “it is logical for the federal 
government to safeguard its funds against 
dissipation by administratively unfeasible 
units,” it follows that federal construction 
grants fer schools should be “‘conditioned on 
the reorganization of administrative units 
and attendance areas.” (p. 151) 


In thus following the dictates of rational 
finance, Hansen and Perloff leave the reader 
with this unanswered question in political 
philosophy: would their proposals support or 
undermine local self-government? If ca- 
pacity to provide services is the key to its 
strength, as the authors evidently believe 
(cf., pref. and p. 124), their program would 
indeed strengthen it. But to the extent that 
the key lies in financial self-control and 
direct answerability to the local electorate, 
their heavy reliance on federal solutions to 
state and local problems would weaken it. 
To resolve the question of capacity to serve 
versus local responsibility as guarantors of 
the health of a democracy is not easy. To 
reconcile the two in a program of fiscal reform 
is even more difficult, and Hansen and Perloff 
fail to do so here. In their stress on full em- 
ployment as both the goal and the salvation 
of government finance (‘“There is not—there 
cannot be—any financing problem that is 
not manageable under a full-employment 
income” (p. 188) ,they tend to overlook the 
conflicts that arise between the respective 
demands of economic logic and our federal 
form of government. 


As a study in applied Hansenian fiscal 
policy, State and Local Finance examines 
methods of managing government finance to 
expand total employment and stabilize it at 
a high level. Through public works, ex- 
panded federal aids and social security 
benefits, and a more progressive over-all 
tax structure, redundant savings are to be 
restricted and offset, and higher levels of 
consumer spending and well-being are to be 
permanently achieved. By varying govern- 
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ment expenditures and tax rates in response 
chiefly to changes in the level of private 
investment, the interests of stabilization are 
to be served. 


But even accepting the basic tenets of 
Hansen’s fiscal theories, one is left uneasy 
regarding several aspects of their counter- 
cycle analysis. How are public works ex- 
penditures to be controlled beyond the point, 
say, of contract-awarding? Timing is of the 
essence, and the authors are concerned with 
it (eg., pp. 221, 255), but they give in- 
sufficient weight to the varying time lags 
in the effects of capital expenditures and the 
difficulty of turning off the hydrant, once 
opened. What is to keep expenditures de- 
signed to increase employment from running 
off instead into price rises, even in the face 
of idle capacity? Except for a few sentences 
(pp. 240-241), the authors do not bring in 
the considerations of wage and price policy 
which bear on this question. How are 
changes in the federal individual income tax 
rates to be authorized speedily and then 
carried to the withholding and current pay- 
ment system? No implementation is pro- 
vided. Also, it seems strange that the long- 
run deflationary-versus-expansionist effects 
of social security taxes and benefits are dis- 
cussed (pp. 189-92) almost to the exclusion 
of their role (especially in the case of un- 
employment insurance) as automatic short- 
run economic stabilizers, and that no men- 
tion is made (pp. 161-2) of the perversity of 
experience rating in lowering employers’ 
payroll tax rates in prosperity and raising 
them in depression. 


Some evidence of haste and lack of 
familiarity with state and local institutions 
also manifests itself. Various sections of the 
study are not fully coordinated, thus leading 
to some duplication and seeming misalloca- 
tion of subject matter, especially as between 
Parts I and II. Frequently, the connective 
tissue of practical steps to put a proposal into 
effect is either lacking (e.g., for the proposed 
uniform allocation formula under state cor- 
poration income taxes, p. 274) or unrealistic 
(e.g., a proposed “total reorganization of 
local government” to be accomplished in 
each state by constitutional amendment 
based on studies by an “expert commission” 
p. 96). Also, in asserting (p. 266) that an 
increase in state income tax rates “would 
clearly require the extension of deductibility 
[of federal income taxes] to the states which 
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now do not grant it,” the authors overlook 
the fact that federal deductibility alone 
already rules out the “‘confiscatory double 
taxation of incomes” which they fear, and 
that it has the advantage over mutual de- 
ductibility of disturbing apparent rate pro- 
gression less. 

These faults quickly recede into the back- 
ground, however, in light of the significant 
contribution the Hansen-Perloff study, makes 
to our fiscal thinking. Its telling exposure 
of the defects of our present fiscal structure, 
its admirable statement of broad fiscal 
policy aims and goals, and its pioneering 
analysis of an integrated federal-state-local 
attack on business depression and fluctuation 
mark this as an important book. 

WALTER W. HELLER 
Washington, D. C. 
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China Enters the Machine Age. (A Study of 
Labor in Chinese War Industry) By 
Kuo-Heng Shih. Harvard University 
Press, 1944. pp. 195. $2.50. 


This little book is worth the time of 
thoughtful persons, particularly sociologists 
and those interested in labor problems. 
Yunnan province, on the southwest frontier 
of China, touches Indo-China to the south 
and Burma to the west. It was selected for 
the development of defense industries. Fac- 
tories began to be established in Kunming, 
its principal city, in 1938 and 1939. Eco- 
nomic survival in the interior was getting 
harder and ever harder, and continued to 
get more difficult as the Japanese closed in 
on Indo-China and Burma. 

The Yenching-Yunnan Station for Socio- 
logical Research at Kunming has never- 
the less carried forward research into the 
forces and factors involved in the beginnings 
of China’s inevitable transition from an 
agricultural economy to industrialization. 

The present study, one of a series of socio- 
logical research studies already published 
and translated into English is a field in- 
vestigation of the characteristics of the 
workers and the labor management in a 
government-owned factory at Kunming 
which manufactures electrical supplies for 
the army. 
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The author portrays the situation as it 
exists in China in the following passage: 
“China is in one respect utterly unlike the United States. 
America was known as the New World . . she enjoyed 
a relative freedom from traditional restraints. It is not so in 
China. Industrial development in a country with many 
thousand years of history—means the repudiation—or at 
least the extensive re-adaptation of an entire culture. If 
the change is not directed by wisdom and sympathy, the 
people concerned will be rebellious and miserable. Indeed, 
if the change is too rapid and the leadership ineffective, 
the people may perish from the earth. In the China of the 
present, many individuals and groups find themselves still 
the creatures of ancient tradition; but it is a tradition that 
has ceased to operate and the new China is, for the time 
being, a confusion of technical advance and personal and 
social disruption.” (p. 152-153)s 

One small factory, a tiny but significant 
atom in the heaving bulk of great China 
established far in the interior with the hope 
that airplanes would not find it too easily 
and manned partly by refugees from the 
coastal areas and partly by local laborers 
from a purely agricultural region, is the 
milieu in which Yunnan University searched 
for the forces remaking China. Most of the 
laborers came from farms and _ villages 
almost entirely devoid both of machinery 
and of hand tools. ‘‘Chinese farmers have 
had no chance to acquire an elementary 
knowledge of mechanical tools. When they 
enter the factory they are completely lost.” 
(p. 15). Here was a labor supply that had 
to really start at the bottom, except for some 
skilled workers who came in from the cities 
like Shanghai where they had acquired 
mechanical experience. 

There runs through the chapters on the 
background and characteristics of the em- 
ployes, their attitudes, earnings, family 
budgets, social life, morale, and job in- 
stability a basic theme: the “grassroots” 
of the people who man those factories far 
back there in the interior of China. They are 
being torn loose from the life of their an- 
cestors. They drift from factory to factory, 
and from factories to handicrafts, hotel work, 
transportation, but only a small percentage 
go back to the farms or village occupations 
from which most of them came. 

Whither China as its industrial develop- 
ment proceeds? “Japan, the ape of the 
West—once powerful and much praised— 
has sedulously imitated the material power 
cultures. And where has it led her?” (p. 
154) “A Chinese from a rural community 
has spent most of his time in the family 
circle and on intimate terms with an entire 
neighborhood. He is taken from a well 
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integrated society into a world he does not 
know.” (p. 162) ‘The justification of the 
peasant’s reluctance to enter the factory does 
not imply approval of a retreat into the old 
ways of living.” A system that has not 
satisfied the western laboring masses will 
not satisfy the Chinese. ‘It is our duty to 
create a social system that will take ad- 
vantage of technical advancement on the 
one hand and will preserve integrity on the 
other.” (p. 164) Thus the author points 
up the sociological change taking place in 
China. 

The book itself is extremely readable and, 
as a medium for presenting the work of a 
scientific study group working on problems 
of rural economic life in interior China, it 
is exceptional. 

Don D. LescoHIER 


University of Wisconsin 


Alaska and the Canadian Northwest. By Harold 
Griffen. New York: W. W. Norton & 
Co., 1944. pp. 221, $2.75. 


This is a journalist’s account of the great 
surge of activity which has engulfed Alaska 
and the Canadian Northwest since the be- 
ginning of the war. The book is lively and 
entertaining without pretext of being a 
reference work. 

The author knew the North country when 
it was slumbering in the long decline from 
the boom-time activity of the gold rush days. 
It is against that background that he tells 
the story of a wilderness pulsating with new 
life, of tremendous accomplishments, of 
air lines and roads, of oil fields and pipelines, 
of cities and farms. 

As a setting for the changing ways the 
first chapter pictures the country along the 
Whitepass and Yukon Railway in Yukon 
Territory as the author knew it before the 
war, a country already stirring with the 
promise of things to come. 

Through the succeeding chapters the 
reader is taken to Edmonton, Alberta, to 
the bituminous sands of the Athabasca and 
the oil fields on the Mackenzie, to the Peace 
River country with its fertile farm lands and 
the beginning of the Alaska Highway at 
Dawson Creek. 
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The chapter on the Alaska Highway may 
prove disappointing if one is looking for a 
detailed account of the road and the country 
through which it passes. The author was 
primarily interested in the drama of its con- 
struction and the people who built it. He 
flew over the portion from Whitehorse to 
Fairbanks, and reports that “‘. occa- 
sionally we picked up the thin line that was 
the Alaska Highway winding through the 
valleys in the mountains whose peaks were 
all around us and presently straightening out 
across the plains north of Tanacross.” Since 
this was glimpsed from a fast-moving plane, 
it is not surprising that the description is 
more poetic than accurate. 

Whitehorse, in Yukon Territory, has a long 
history going back to the gold rush in the 
Klondike. Griffen tells its story in miniature, 
partly in his own words and partly quoting 
“old-timers” with whom he talked. The 
construction of the highway and the com- 
pletion of an oil pipeline from Norman Wells 
to a new refinery at Whitehorse have re- 
vitalized the town. 

In Alaska Griffen journeyed to Fairbanks, 
to the Matanuska Valley, to Anchorage, and 
finally left the Territory by way of Seward. 
Devoting a chapter to Fairbanks, the author 
finds it to have an atmosphere all its own, a 
city with many ties to the past, and yet work- 
ing to the future. Here is told the story of 
Fairbanks’ link to the Soviet Union over the 
Great Circle air route, of radio in the far 
North, of aviation, and of the University of 
Alaska. A chapter on “Windows to the 
East” rounds out his story of Alaska with 
material on Nome and the Seward Peninsula, 
on the Matanuska Colony, on farming and 
fishing, and sundry other items. 

In his concluding chapter, “Postwar Op- 
portunity,’ the author attempts to appraise 
the tremendous wartime projects in the light 
of what they will mean to the North country 
in the postwar era. He concludes that, 
‘in the course of the war we have opened the 
treasure house of the continent. It has the 
minerals, the water power, the oil, the forest, 
and the potential farm areas. One gigantic 
task in the postwar period will be to translate 
this latent wealth into terms of cities and 
homes and jobs for the people who will come 
to build the country.” He feels that this will 
require “ . . promotion of industry on a 
wide scale and the subsequent encourage- 
ment of agriculture.” 
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The volume is well illustrated; the stories 
and anecdotes are colorful. It is a timely 
addition to the growing list of literature on 
the North country. If it disappoints it will 
be largely because it covers so sketchily the 
potential subject matter which the ambitious 
title promises. 


RosBertT K. Coote 
General Land Office, 
U. S. Department of the Interior 
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Home Ownersuip: Is It Sounp? By John 
P. Dean. New York: Harper & Brothers, 
1945. pp. xiv, 215. $2.50. 


This well-documented and interesting study 
is unquestionably the most thorough analysis 
of the economic aspects of home pwnership 
that has yet appeared. The legend which 
associates home ownership with the senti- 
ments of family ties, with thrift and with 
patriotism is here examined in the cold light 
of a financial investment—the largest most 
persons ever make. The fictions which have 
been built up around home buying have all 
the semblance of truth; so many costs of 
home ownership are hidden or put in a_be- 
lated appearance that at first glance it often 
seems cheaper to own than to rent. It seems 
natural to associate home ownership with 
stability and to assume that sound construc- 
tion, steady local employment, and con- 
tinued occupancy of adjoining houses by the 
present neighbors will protect home real 
estate values. 

The true picture of home buying seems 
like a fairy tale. Picture this society—the 
wealthiest nation in the world with an 
abundant supply of labor, capital, and build- 
ing materials, in which there are short 
periods of mad, hectic house building, in 
which millions of people rush to buy homes 
at relatively high prices under the stimulus 
of salesmanship or mob psychology followed 
by long periods of extensive unemployment, 
foreclosures, and declining home values in 
which new construction is at a standstill. 
Picture also, in this same society, industries 
shifting from one city to another leaving 
unemployment and vacant homes in their 
wake and creating booms in their new loca- 
tions, and picture families fleeing in mass 
migrations from old neighborhoods con- 
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venient to places of work and amusement to 
occupy homes in scattered suburbs where 
they have to spend from an hour to two 
hours daily to reach their employment. If 
an author writing in the 18th or perhaps in 
the 21st century described such social con- 
duct, would it not be classified as a work of 
fiction comparable to Gulliver’s Travels? 
Yet, this Alice-in-Wonderland society into 
which a family plunges when it buys a 
house is the real life of recent decades and 
not a Jules Verne novel. 

In answering his own question as to 
whether home ownership is sound, Dr. Dean 
discusses in this book the fundamental 
facts the prospective home buyer should 
consider. A colored tile bathroom and 
modern kitchen may be a facade behind 
which is a jerry-built house. Home owner- 
ship is a sound investment when the pur- 
chase is made in a period of depression, when 
the city in which the house is located has a 
strong economic background and when the 
neighborhood is protected from the encroach- 
ment of adverse influences. However, 
families so often make the largest financial 
commitments of their lives in periods of 
high prices, in cities on the brink of a drastic 
fall in employment, in neighborhoods on the 
eve of a decline in their desirability, that the 
author’s warnings concerning the financial 
pitfalls of home ownership probably apply 
to the majority of home purchases. 

Dr. Dean’s book is particularly timely 
now when the prices of houses have been 
rising rapidly and when large employment 
shifts are about to take place in the transition 
from war to peace. This study, however, is 
not merely a tract of the times, important as 
are its immediate practical applications. It 
is a definitive contribution to our knowl- 
edge not only of real estate but of social and 
economic history. 


Homer Hoyt 
Regional Plan Association of New York 


A Mitiion Homes Aa YEAR. By Dorothy 
Rosenman. New York: Harcourt, Brace 
and Company, 1945. pp. 333. $3.50. 


Despite its title, A Million Homes a Year is 
not a brief for a particular level of postwar 
construction activity. Its concern is with all 
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of those factors which government and in- 
dustry must modify before large scale pro- 
duction of good housing can be achieved. 
Because the problem is primarily an eco- 
nomic one this is essentially a book about the 
economics of housing production and dis- 
tribution. 

Recognizing that the cost of adequate 
housing lies at the core of the problem and 
that, for most families, housing costs are 
most significantly calculated in terms of 
monthly expenditures, the author concen- 
trates first on a detailed analysis of the com- 
ponents of this periodic charge. Isolating 
the major variables which comprise the 
owner’s or renter’s outlays for financing, 
construction, land and taxes, Mrs. Rosen- 
man measures the relative significance of each 
and suggests their individual treatment. Her 
scrutiny of these variables leads her to offer 
no panacea for meeting this problem; it is 
perhaps the essence of her finding that while 
some cost elements will prove more amenable 
to reduction than others, really substantial 
progress will depend upon attacking the 
cost complex at many different points. 

From the production of the dwelling itself, 
the author turns logically to the problem of 
creating an adequate environment for the 
house. The housing unit performs its function 
in a wider milieu: the neighborhood, city, 
and metropolitan area——and, beyond these, 
in the even wider framework of state and 
nation. The suggested remedies for our 
overwhelming failure to create satisfying 
relationships between the house and _ this 
environment are neither new nor unex- 
pected; mainly they consist of doing better 
the things that we have done or tried to do 
before, among them a more effective use of 
the police power, the more logical program- 
ming of public improvements, and—more 
fundamentally — coordinated planning for 
housing, jobs, transportation, and the other 
requirements of human living. But the re- 
statement of these principles must be con- 
sidered virtually indispensable to a book 
about the production of homes. 

Mrs. Rosenman devotes most of the final 
section of her book to three special and more 
controversial problems: the assembly and 
repricing of high cost land in urban s!ums 
and blighted areas, the provision of adequate 
housing below today’s costs for the lowest 
income groups, and the production of more 
and better rental housing. One senses that 
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in these areas the author feels most at home. 
Through them she picks her way carefully 
along the middle ground, almost always 
toward convincing conclusions. ‘To make 
possible land assembly in blighted areas she 
favors the use of eminent domain, long-term 
government loans at low interest rates, and 
open subsidy where necessary to span the 
critical gap between acquisition price and 
use value. The author properly finds con- 
siderable room for improvement in the public 
housing program, but in her analysis of 
alternatives she offers no encouragement, as 
long as income levels and housing costs con- 
tinue out of alignment, to those vocal if not 
large groups who would abolish the program 
altogether. In the last of the three chapters 
on special problems Mrs. Rosenman sug- 
gests the difficulties arising from the nearly 
universal American ideal of home ownership, 
and favors—without enthusiasm—the intro- 
duction of some form of government-yield 
insurance to help attract long-term invest- 
ment capital to the development of rental 
housing. 

One may regret that some of Mrs. Rosen- 
man’s proposals are not spelled out in more 
detail so that, to give one example, we might 
gain a better understanding of how the hous- 
ing division proposed for each city govern- 
ment would operate, particularly in financ- 
ing the development and administration of 
public housing programs. In addition, her 
case would be stronger if she had more fre- 
quently anticipated in her analysis the ob- 
jections which can be made to various of her 
recommendations, as in the case of her sup- 
port of the policy of delegating the public 
power of eminent domain to private re- 
development corporations. But, by and large, 
A Million Homes a Year is an excellent sum- 
mary of the difficulties in the way of provid- 
ing enough good housing for all income 
groups and of the principal current proposals 
for accomplishing that inspiring goal. Its 
exceedingly important function is not to 
advance knowledge but to broadcast it. 
The “expert”’ will find in it little that is new 
but a good deal that is worth recalling. For 
the lay reader interested in housing this can 
be classed as a “‘must,” summing up as it 
does in popular form the thinking of the 
war years as well as prewar years in this field. 


Mrs. Rosenman is well equipped to write 
just such a book. As chairman of the National 
Committee on Housing, Inc., she has been 
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in close touch with and contributed to the 
evolution of housing thought in the national 
government and out in recent years. In 
addition she apparently writes easily, for her 
book moves at a lively and stimulating pace, 
marred only occasionally by a weakness for 
somewhat heavy-handed metaphor and by 
infrequent lapses in organization. 

For most readers the author will probably 
be the more convincing because she does not 
depart far from the middle of the road. There 
is nothing antagonistic about public and 
private action as conceived in her philosophy 
of housing. Both are to be blended in what- 
ever combination is necessary to accomplish 
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a specific task, with emphasis always upon 
the use of private capital and management. 
Her recommendations concerning the re- 
spective responsibilities of various levels of 
government should not be objectionable to 
local and state rights enthusiasts. In short, 


A Million Homes a Year is the kind of book 
which will neither unduly pain the conserva- 
tive nor greatly delight the radical. 

be read with pleasure and profit by all. 


It can 


Gorpon E. Howarpb 


Federal Public Housing Authority, 
National Housing Agency, 
Chicago, Illinois 





“It is a magnificient analysis and summary . . . I feel Parsons has 
done very much indeed to clarify my arguments with which I have struggled 
back and forth these twenty years.” John R. Commons, after reading: 


JOHN R. COMMONS’ 
POINT OF VIEW 


By KENNETH H. PARSONS 


A very limited supply of reprints of the above article, from 
the August 1942 issue of the Journal of Land & Public Utility 
Economics, is still available and may be purchased for twenty-five 
cents each by writing the Editorial Office, Sterling Hall, Univer- 
sity of Wisconsin, Madison 6, Wisconsin. 











